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ANGUS, STONEHOUSE & CO. LTD. 20855 
TORONTO, ONTARIO 


Ottawa, Ontario, 
Friday, January 6, 1961. 


--- On commencing at 10:00 a.m. 

THE CHAIRMAN: Order, please. Mr. 
Perrault? 

MR. FOURNIER: Sir, before we proceed with 
the enquiry I have some corrections to make. 

First, while my friend Dr. Gobeil is here 
I would like to reiterate the Province of Quebec's 
condolences to him and tell him that the Province of 
Quebec has appreciated the role played by his father 
in the life of the Province of Quebec and in Canada. 

Sir, I would like to draw the attention 
of the Commission to a report which was made 
yesterday by the Toronto Daily Star. I understand 
it is amistake, a misprint, or a misinterpretation 
of the Quebec brief. It ought to be corrected, 
as it has some importance. 

It is on'page 9, and this is the Daily 
Star of January 5, 1961. At the last paragraph of 
the erticle, 1t reads like this, regarding the 
brief: | 

"The brief suggested one means of 

reducing railway operating losses would 

be to stop giving passes for free trips 

to Members of Parliament and Senators". 

MR. SINCLAIR: Correct. 

MR. FOURNIER: We do not quite agree. 

To the newspapers, I would like to draw 
attention to paragraph 553, page 133 of the English 


version of the submission, which reads as follows: 
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Mt ow abty, the railways have wcommended 

that Section 351 of the Railway Act be 

repealed or amended to provide that 

where Members of the senate and House 

of Commons and other privileged persons 

are presently entitled to free transportation 

services, the railways should be reimbursed 

for such services and that similar 

amendments should be made to Statutes 

relating to the Board of Grain Commissioners, 

the Department of National Revenue and the 

Post Office Department (At page 76 of the 

C.N.R. Submission). 

In paragraph 554 we say: 

"We are not in favour of the changes proposed. 

We feel that Members of the House of Commons 

and the Senate are fully entitled to the 

transportation privileges they now enjoy, 

and the the railways, as part of their 

national responsibilities, should continue 

to provide these services without remuneration 

by the Government of Canada." 

And I should say that is one good way for 
Members of Parliament to'’watch and control these 
Yailways. 

THE CHAIRMAN: I think we understand your 
submission. 

MR, FOURNIER: But the purpose, sir -- I 
should like the Toronto Daily Star to stress the 
correction. We attach some importance to that. 


Re t 


od 6 cece site 36. 
‘ 4 eres af} road ese wi 
Ap ae e3G0H be ov sane me we till 


Graareg bens fiveeg. vente bee 


Po) Melted roqerest eatt of bebr fine eewenoaa ou ca 
| th eo Be pe 
| 7 bestwdmies od ofuciu evewhlay en -asgtvaea eth late 


teliw@la, jad? dow svotvade dita ote 


mov gMee 5! obee ed biuoee ‘ey nemboeme ah a 


eerelvolents moo ‘ole ‘do bund! ote 3a golvelon 

12 bow svtevet Lepotesh to. ‘Yooms te 400 hah) 

eit to oy Styed tA) . deteart reel 5) rrt0. decd 
(Hoke otmdye Halt, 2 

iY 8s ow Baz ide taeTeg is : Pp st 

. Bssouo xq capita: sat to  xeovey mE so 7 owe 
Comme) To Seite] ott to gusdoet tag? Leet oh 


eily oy beliitve vliot ere. etenae ode Spi ane ae 


i 
oles vou gent senjefliviag doptet request 
‘ ia 
Sled? lo t7e0 ee . crewtitiee, ont ato Bate i 
a + < , r imate ¢ ’ ee - ee ey ’ F fl v 
; J JOUe .feltl lt Lotetogees: Lenak iam inane 


POLIS Tah my Sons iv eeativises sReat shivoave or 
° 4 fy ee ) ify shy ce heey oy err) G ah, “4 
~EDENB! IO TRS SVOD . afd e 

Pi wew hea sg. af teat: ee bluorte’ t Ona, 


bus tote ot 7 ieee geal to a 
wok boetevebay sw Moke © SHAMATARD SHT 


L => whe \geoqaue els tog : RAL MHUOR de 


ae er 


anf sagen bt tare vite o¥rorot eat, r 


vs “4 a ve a 


as vet Sapa iaogat se¢e. ats $e off ta a. 


erie i - 
, ) 


poy 6 


ANGUS, STONEHOUSE & CO. LTD. 20857 
TORONTO, ONTARIO 


COMMISSIONER MANN: You know, it is 
the old question of misery liking company. Probably 
the Toronto Star feels that because their employees 
are losing their passes the rest of the country should 
lose them Too. 
MR. SINCLAIR: Have lost. 2 
COMMISSIONER MANN: Have lost, I'm sorry! 
MR. FOURNIER: At page 20,826 of Volume | 
125, which is yesterday's, I would like to correct one 
word here. EG dehaeti tine 17.5016he195 720% 
"MR. FOURNIER: I should think, sir, 
that there is a question of legislation 
there. We are coming into conditional 
rights." 
It should read as follows: 
"MR, FOURNIER: I should think, sir, 
that there is a question of legislation 
there. | We are coming into constitutional 
rights." 
There is another correction which I would 
like to make, and it is a clerical errata. Table 
13, in (1) at the bottom of the wanPestt should 
read instead of “Includes clothing", it should 
read "Excludes clothing". In the French text, 
it is written "Excludes". That is a11, thank you. 
THE CHAIRMAN: I wonder if Mr. Smith has 
any questions to ask. 
MR. SMITH: No, Mr. Chairman, as presently 
advised I do not propose to ask Mr. Harold any 


questions, 


at ft Pe eee: lh 


, Miietons ged nea 


oe ted? eeeeosd teeny “Bree? ‘ 
; ex dae o ony © 7Re7 wit veneid tt 


ove deaetanil awa ot an 
WErtT0R oT .Teok evar. + Mts sO T BeAMOD : ‘in 
‘ enurto y> ea oSm (08 syed +h  RetiaaaoN $i 


Oo Toate s Bs este blvew r me webrad vey at ‘ota 


tee 


on 


10S (Rt) 8. Tiere) Sect ax  Semed 
vie deta? bigene -¢ set MAO a 
Holvsrelgel Yo. gohtieespe et aredd ded 
fenctitbudo agmt ookats Wee SY 5 . aves ; bt 


aig te. tit ae 


-  pewoltlet ae beox btucinte = Ne 
| itis bovoce f° Aeaemmom” am” ee a a 
dotaete net 6 oli aotp ae ot start Yeetd | 

| | Bice OU Qathoo- ste ow sheds mie va 
| . aitity he 
fuow Tondotdy cottoenves seiiods et overt 
| oldet eletro [sotyelo, eek ts bits _ eotem ot on . 
Uhuors YS ofa? ott Ys mopdon) att, de (t) ot 6f te 
. Pivots of ."witdtots’ aeteknnr’ 36 baeroat. i 
| cURee ANDAs silt at. Nees bales} ey coburn 
WOU BGads , O06) at 2 elt raf aahutoxii cooriaw ! 


den atiwe “ue o* noteow T° : AMT AD me. 


1h 
wia.o¢ ino z 


ANGUS, STONEHOUSE & CO. LTD. 20858 
TORONTO, ONTARIO 


THE CHAIRMAN: Mr. Perrault? 
CROSS-EXAMINATION BY MR, PERRAULT: 

Q. Mr. Harold, I would like to refer you 
to page 88 of the submission of the Province of Quebec, 
paragraph 329. 

A. Yes. 

Q. "The Government of the Province of 
Quebec believes that piggy-back service should be 
available only to licensed truck operators and it 
will enforce sucha policy within the borders of the 
Province of Quebec". 

Almost all the ground has aliready been 
covered through cross-examination on this paragraph 
by other attorneys that appeared before I did. 

I would just like to have perhaps 4a iittile 
more clarification on this. I understand that 
this paragraph does not mean to exclude piggy-back 
service by railways with their own trailers? 

A. Actually, I think we could go further 
by saying that wherever Plan II ~-- that is, the 
railway trailers -- are being transported under Pian 
II, the Province of Quebec feels that Plan I -- tHat, 
is, the pian open to guthorized permit holders 
~- ghould be made available without question. 

a But it does not exclude Pian II? 

A. But phe Raat s does not or it cannot not 
exclude the right of the railways $o do their own 


transportation; ct least, the transportaion of 


their own trailezs. ‘i 


Q. And thet ineludes, also, I believe, the 
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pickup and delivery of the railways of their trailers 
within metropolitan areas? 

A. That Ja true. 

MR. PERRAULT: Thank whee Mr. Chairman. 


That will be all. 


CROSS-EXAMINATION BY MR. SINCLAIR: 

Q. Well, Mr. Harold, it is apleasure for 
a barrister to have the opportunity on occasion to 
ask a question of a judge and then be able to follow 
up his answer, and that is the privilege you are 
affording us today. 


A. us hope you won't get too much pleasure, 


Q. I willghave -you do the pleasure, and i 
beat: i + ; d : e : 


hope you EET On Harold, because I noted from 

your qualifications that you attended McG@i14 and 
specialized in transportation economics and, in additio 
your qualifications nese that you have been a student 
of transportetion in the Canacian scene for a good 

many years. 

As I will evén go further, Mr. Sinclair, 
being as this is a morn4ng for confession, My 
father was superintendent” of boa wate ey aint on the 
old Grand Trunk railway. 

Qe This merely adds to the fact,. Mr. Harold, 
that your environment anid your life's work has been 
looking at transportation from the Canadian scene 
and as a Canadian, and you have emphasized the Canadian 
aspects of your approach in your presentation; 
correct? 


A. That is true, 
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Q> I have one or two questions of principle 
that I think possibly if you would assist me that 
the Commission would be interested in your views in 
regard to them. 

is it correct to say that ‘the Province of 
Quebec looks upon railway transportation as essential 
to the economic well-being of ‘Canada? 

A. Definitely 

Qe Lg2lt also the Province of Quebec's 
position that to aud ue Bcaent iol transportation 
reguires that the railways be financially sound? 

A. Yes. 

Q. The position of the Province of Quebec, 
I take it, is that rates for the movements of all 
segments of freight traffic should be just and reasonable? 

Ae Yea. 

Q. And I think you have also made it 
clear, and possibly I could use Mr. Frawley's words 
of yesterday, that any sort of rate in the rate 
structure must be compensatory or it should not be 
allowed to remain there? 

A. That is true. 

Q. Now, basic to the presentation of 
Quebec and a basic principle, I think, is expressed 
in this way in regard to policy and the application 
of policy in regard to transportation, and I am going 
to quote your brief: 

"..eshould heed the laws of economics, 

supply of and dehand for transportation 


service cost and prices of transportation 
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ANGUS, STONEHOUSE & CO. LTD. Harold, cr.ex. 20861 
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service, investment in transportation 

and a reasonable return thereon"? 

A. That is true. 

Q. Now, Mr. Harold, for a moment may we 
turn To passenger services, and I think that you have 
made it clear in answer to my friend that your province 
would not be in favour of subsidieg for passenger 
transportation? 

fin That is a general basic rule for all 
transportation. 

Q. Then, I take it you would agree with 
the statement d the Turgeon Commission, and iI am 
going to quote from page 137 of the Turgeon report 
on transportation, and where I find these words which 
I will quote to yousg 

"The Commission does not subscribe to 

the view that the federal government 

should subsidize passenger traffic"? 

Bs I certainly do. 

Q. Yesterday my friend Mr. Cooper asked 
you 4a number of questions about commuter traffic. At 
page 20812, you expressed the personal opinion 
that you did not think that commuter service should 
be subsidized? 

A. That is true. 

Q. Then, on page 20813, the next page, 
you expressed the view: 

",..and I feel that if I chose to live 

to live outside the regular service 


charge I should pay for it." 
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ANGUS, STONEHOUSE & CO. LTD. Harold, cr-ex, 20862 
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You were referring to outside of the service charge, 
being outside the regular traction utility area, I 
would take it? 

A. That is true. I imagine that I am 
not in the railway area foi commuters’. 

Qe And by that I take it you mean that 
the users of the service should pay for it? 

A. That is true. 

Q. Now, Mr. Harold, while you are not a4 
railway commuter, from your experience you know 
how vocal commuters can become concerning the cost of 
moving daily to and from their place of businegs or 
to and from the centre of the city? 

A. You are speaking of my experience on 
the Board? 

Q. Yes? 

A. That is true. 

Qe Now, you also know, Mr. Harold, that 
moving people from the outlying areas into a city 
is expensive; that is, it is expensi®e whether the 
provision for their movement is roadways , nd private 
automobiles, buses, or railways? 

A. Definitely. 

Q. Mr. Harold, if municipalities were 
required to expend large sums for capital maintenance 
for the building of expressways to move commuters 
in private automobiles. and such expense could be 
lessened or not ineurred at all through the 
alternative of using rail transportation, in such 


circumstances you would look upon payments made, 


etvese ef? Ye abl etre ot sugtiter 


| a itt i” 
Reva wricite weltoedy refoger eat ebkatuo Su 


“Ret. 
, 1 ine ple 
“ey pail, 


Ser Sh ‘deca Cg) 4 


v7 e928 venta etd 


} sia 0 DN 


att ¥d 


oat! oe 


"fon? 
ead. (el ties 


~ 
ch 


Visto ed ; A 


MTS oOo? 


bil rise o SVon > s | ‘> t2 @ i Aries | vy 
iG ang iene re 
a a = 


4, Oe Oo saneqne dove Orie ew. ‘eH 


$8 beater: 


dome mt ‘ees sOgeugty Df hn 


Ric eons all Be cath woot Phew, — cd 
< yi . 


- 


— 


7 


: . ve a : 


Oe oo 


et come oman HALOLG,, Grex. sei 
; (Sinclair ) 


I take it, not as a subsidy, but as an alternative 
use of public funds? 

A. That is a very serious hypothetical 
question, and Ido not like to answer hypothetical 
questions. 

Q. Let me see, sir, if I can make it 
a. little more specific. 

A. The reason, Mr. Sinclair, is that I 
do not think that these expressways or other heavy 
expenses on roadways or approaches are entirely due 


to commuters. 
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ANGUS, STONEHOUSE & CO. LTD. . Harold; cr.ex. 20864 
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Q. Of course not, Mr. Harold, I would 
most certainly agree with you that they are not solely 
caused by commuters. However, the congestion caused 
by the commuter traffic and the rush hour peaks do 
put tremendous burden on the icaveve entering into 
the cities and Montreal is an extremely good example 
and the Lakeshore and Metropolitan boulevard are 
outstanding in that regard. 

A. But to remove the public service 
from the roadways it would still leave the private 
automobile which is the greatest contributor to the 
congestion. 

Q. That is exactly my point; it was 
the private movement of automobiles rather than the 
use of public transportation that was causing this 
congestion in bringing about demands for expenditures 
of huge capital amounts and the following maintenance 
charges to enable these humerous private automobiles 
to move into these metropolitan centers. 

A. That is true, largely. 

Q. Now, therefore, I wondered if 
you recall the Gordon Commission, the final report 
on Canada's economic prospects which was pmblished 
in 1957 -- it was dated 1957 and published, I think, 
some months thereafter, published in April of 1958. 

I think the report was in the hands of the government 
for some months prior thereto and I have a reference 
to this which I will read with you: 


" .. It seems reasonable to us that 


ran np 
i pike rh Reig) >) 


iy. , I SLomeet 7m «Fon eno nw 6 


8 


mikes 
I =. ‘woe tan eis Yast Jans sO cittm orga wat orn 


ox ie Tomes 7 

; ; ee ry ; a >) Wr Le 

| Bearas age wos st TeV woH arene nang 
: hy Pea oe ee 

na ie be a a ane 


ria ‘4 
6b aXteq. svcd dene ade’ dae ottans 12 ile td 


“eu 


a" ef @nsxs HOS VIAMNeti~ne vse at teen: tical bis aatthe « ay 


rae oo 
‘_ 


ox 
‘2 
ait 


bees Saat of y 


a Mig bao apt te 


a 7 That me) a 
hl ll et donates. Bt, 
: z ieee vy Ty ;' : 


smo ktaegaog. 


VAR  OROING CON SCIUNS to eho 2 ee een oe are | 
a thine rah toods gecbd ing aotaes, 


Oks es co ail ene 4 


5 
pe 
, 
{ ry 10 és: : oth Ai ”~ i “ / eBoy ab ie , a <i P ria Pau t i , oF 
* 4 x PY 7 ‘ my | ~ o | ray 
y J oo r Le % iw bd a C7 ipa Fis | ov 3 bal ; 


. Bad 
| EEOTNS> Loti Loqoutem smathh UG sim 


e y ey f » i 
ve | A gr ve fy, 
af e* iO Layo rv rs wesw : ty 


raat sot? an D obtat ogi 
ito MoObIOn ode Li aoeer 
’ 7 yi VAG 
fymrhe Pi, = ig 
it oer § ti f vj ae) & it az GAS ite tLMeAOH 
tat 7 .bacei fey , 'F 


™ von IPOITAVOR 


ne 
— 
pe 
¢ 
fs 


Saad eit nat esv ‘some oad 


nm 


Sos 9e%s Tet: 


& SVE oh sh tl i tig nora: aha mM 


“ih Se | 
us ae ie ) 2 ~~. 
Ae ees? +e fiey, basrr by T athe = 
ry Any v7 Py es Fut en ao a b+ 

7 » § i ' a 7 . , Py a 

| $382 3y ot | atae error a i 

- . By rae a 0 ~ arr 7 | raat 


« 
oP acai 


in 
we’, 


ANGUS, STONEHOUSE &co.LTD. Harold, cr.ex. 20865 
TORONTO, ONTARIO (Sine lair) 


if the provinces are willing to make 
contributions for expressways, perhaps — 
they should also be ready to provide 
assistance for rapid transit systems in 
metropolitan areas. If our cities are 
to prosper, the motor car must ceased 
to be treated, in the words of Louis 
Mumford, ‘as the Sacred Cow of our Society'!. 
That is at page 290 of the final report 
of the Gordon Commission. 
Now, having that before you, Mr. Harold, 
my question is this: when you wrote paragraph 363 
and 364 of your submission to this Commission was the 
thought of the Gordon Commission that we have had 
before us one of the thoughts you had in mind? To 
put it another way and in the form of a question: Mr. 
Harold, is the approach of the Gordon Commission one of 
the means of cooperation which the province of Quebec 
would consider in dealing with commuter problems in 
Montreal? 
A. Mr. Sinclair, before answering that 
I would like to preface my reply with the remark that 
I do not think in my opinion that the Gordon Commission 
meant that the commuter transportation system should 
be subsidized in the sense of a differential on fares 
but that the contribution towards the commuter system 
could be very well handled in the manner in which it 
has been handled in some American cities. Over there 
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the public service entirely where private automobiles 
cannot encroach upon it and where the public transport 
system is speeded up and of course the question of 

the speed of the transits is most important. I 
remember one road which was routed to the satisfaction 
of our board in the city of Quebec where the speed, 

the average speed of movement of the auto~bus could 

be raised by about two miles an hour and in that 

event the Panes serious demand for an increase in 
rate would not have been So aed 

Q. -The point I had in mind, Mr. Harold, 
was that commuter services are, as we have Geiccae 
expensive to provide and it may well be, I suggest 
to you, that if the cost of providing ever becomes 
a real eerie the commuters and if the municipalitie 
want additional services that cannot be paid for 
without an unreasonable burden on the users, they 
might make a payment like they do in a number of 
ee eae ie ead Stas enatas cieuwar ven te bis 
railway system to provide that service as a service 
of the municipality or the town or city of Pointe 
Claire or Dorval or Mount Royal. Can you. see any 
difficulty in that regard? ' 

A, Well, it. is not looked on too 
favourably. In fact, most municipalities are not 
given that authority by the ¢entral authority in 
view of the traffic which might result. 

Q. Let us take it that the province of 


Quebec instead of being required to build an expressway 
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were to build a tunnel through the mountain in 
Montreal to handle the very large movement of commuters. 
The province of Quebec might say yes to the established 
carrier, and these would include the Provincial 
Transport, Canadian National, Canadian Pacific and there 
is one other whose name escapes me at the moment but 
the province of Quebec will say to them, "We were 
going to build this expressway to pate it these 
private cars but we are going to take the interest 

on the capital cost that would have gone into this 
expressway and pay it on the basis of per head carried 
hee the reduction of the rates that would otherwise 
be applicable in commuter service would apply". Do 
you not think that is what the Gordon Commission had 

in mind? 

Ae Well, I think if it were in. its 
application to bus transport it would be a vicious 
circle because if you are going to. have rapid transit 
you have to have the means to give that service and that 
is a laneway set aside for rapid transit. It is 
coming to that, definitely in certain parts of Canada 
as it has come in certain cities in the United States. 

Q. Well, let us take it and apply it to 
railways. The railways provide a right-of-way, they 
have a heavy investment in the right-of-way which has 
an income tax burden attached to it and it also has 
a property tax burden attached to it. Under those 
circumstances and to assist the commuters to have lower 


rates than would otherwise be applicable to pay for this 
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service, do you think the province, the Dominion 
government and the municipalities involved could give 
consideration to véelieving the commuters of the cost 
associated with tax? 

A. That was quite a long question, 
Mr. Sinclair, but I gather that the intent is that the 
railway would receive a subsidy of at least so much 
per passenger moved on the commuter service to assist 
in giving that cheaper service to these people who are 
required to use the commuter service morning and night. 
Am I right? Is that the intent of your question? 

Qe. took upon it as an alternative use 
of public funds. I suggest to you that it is an 
alternative use of public funds instead of the 
government, municipal, provincial and federal 
extracting taxes. 

A. My own personal opinion is public 
funds should not be used for such a purpose. It is 
putting an extra load on industry which is being 
decentralized in order to assist in the cutting down 
of these traffic problems morning and night. Why; 
if an industry which has moved out of a centralized 
area, why should it be forced to pay, through taxes, 
assistance towards the twiativadnat who has chosen to 
go out and live in these areas because of cheaper 
rent and they continué to work in the central area. 

Q. Could I ask you this question? 

Why should the municipalities or the utilities that 


are providing service be required to carry any burden 
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in moving people out to these industries that are 
decentralizing in these large cities. 

A. I do not claim they should. 

Q. You left your case completely on the 
basis that the user should pay the cost of this 
service? 

A. Right. I know of certain industries 
in Montreal who are themselves. on a temporary basis, 
providing service to their employees from certain points 
where the public service stops or passes the land 
which is within the pies route. They give that 
service free of. charge to their employees. 

Q. It is refreshing to have someone 
here who is not afraid to put the position where 
economics requires it to stand. That is, if the users 
are not prepared to pay for the cost of the service 
then the service should be withdrawn. 

A. Or the rate increased after careful 
consideration by a controlling body as to whether the 
increase is deserving. 

Q. Not only do I think that is necessa 
I think it is desirable because this has the effect 
of satisfying the people that the matter has been looked 
into and carefully considered. That is one of the 
reasons you added that, I take it? 

A. And also it gives an opportunity EO 
provide alternatives which might or might not have to 
but usually might have the effect of lessening the 


impact of the increase. 
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Q. Now, would you assume with me that 
a transportation undertaking is required in the nationa 
interest to move from one quarter to one-third of its 
total business at a rate which is much below its 
proper place in the freight rate structure and which 
places, because of the national interest, a. burden on 
the transportation undertaking. In such circumstances 
my question to you is: would you apply the same 
principles you stated yesterday with respect to the 
branch lines which was .in answer to my friend Mr. 
Cooper? I would refer you to page 20813 of the 


transeript and perhaps I can read it to you: 


"i 


My own opinion is -- and it is a 
personal nak a entirely -- that if a 
railway, or any company for that matter, 
is forced. to build a branch line that is 
on its fade unprofitable, it is entitled 
to rwceive some undertaking, temporary 
or otherwise, in the form of a subsidy 
until the traffic takes care of the cost. 
Presumably you would not ask for that 
service except in the hopes of increased 
traffic, and there is an interim period 
where the traffic may not be sufficient, 
and before a railway or a bus or a truck 
should te forced to give that service 
there should be some undertaking if he so 
demands. Shall I put it this way: that 
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than a private industry." 

And now, with that, my question to you 
is, would you apply that principle if in the national 
interest transportation undertaking was xequired of 
carry from one-quarter to one-third of its business 
at a rate which was below its proper place in the 
freight wate structure and as a result of that national 
interest was required to move this traffic and in so 
doing created a burden on the transportation undertaking 

A. You are suggesting -- I used the 
word "forced" -- you are suggesting that if the 
government forced the railway or a transportation 
industry or enterprise to carry freight or passengers 
at less than cost that there should be some temporary 
arrangement made by the government to pay for that 
service until such time that the traffic will take 
eare .of... 10? 

Q. Yes. 

hk. .£ pay it applies. In fact, I was 
speaking towards transportation of freight when I made 
that answer yesterday but I insist the word "forced" 
-- sometimes the low rates are not imposed by 
government or the controlling body, they are put in 
the tariff by the transportation enterprise ina 
misguided attempt to compete with a media which has 
more advantages. 

Q. The one I have in mind, there is 
no question about force . 


A. I thought you had something in mind. 
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Q. Perhaps if I brought to your 
attention your recommendation 12 of the brief’ 

"Tf, in the light of the evidence, this 

Royal. Commission concludes that an 

increase in the Crowsnest Pass Rates 

is justified, such increase should not 

be reflected in the sale price of grain, 

and hence, a subsidy from the federal 
government would be indicated." 

My question is this: that properly 
reflects, does it not, the opinion of the government 
which you are representing here in the box? 

A, I would prefer to go to the Freneh 
text. 

Q. Now, I will let you pronounce it 
but I think that in regard to lent paragraph it is 
the same. 

A. i'm sure my pronounciation is 
equally as impossible as yours. 

Q. Now, my question is: in regard to 
that opinion expressed, that is the opinion of the 
province and of the Lae of Quebec? 

A, That in such event there should be 
government support in order to meet the difference 
between the cost of the rate imposed on the 
transportation enterprise. But, my own personal 
opinion is that in the movement of such a commodity 


such a subsidy should be open to all transportation 


enterprise on a competitive basis. 
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TORONTO, ONTARIO (Sinclair) 

1 

. é 

3 Q. I will discuss that with you in just 

4 a second. I want to continue on with the French 
version of recommendation No. 12. Would you 

: look at the second last paragraph of the French 

version on Recommendation No. 12, and so I may have 

7 


it here, and with an expert in the stand, may I 
8 translate it, and I would be very happy, indeed 


9 I would be happy with any corrections you wish to 


10 ma ke ; 

11 "Considering the very recent modernization 
of the railways, did they have time to 

- estimate the monetary savings resulting?” 

13 


-- that is the question raised, and then it goes on, 

"It is perhaps open to consider whether 

“the ceanelnnto the railways for an : 
increase a the rates -- is it premature?" 

A. I wouid say that is very good. | 

Qe What is very good -- the translation or 
the statement | 

A. The translation. 

Q. Then, Mr. Warold, my question is this: 
what Quebec is saying in the paragraph we have just 
read is this, that this Commission should consider 
whether the cost of gailway transportation in the 
future is going to decrease or, putting it another 
way, that this Commission should give consideration 
to whether modernization is going to more than offset 
increasing costs of labour and material and result in 
a true or a real reduction in transportation costs? 


A. I would consider that the Quebec attitude 
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is as follows: Quebec has taken geriously the 
remarks made by the railways that they are modernizing 
and are continuing to modernize their equipment, and 
by so doing they are bringing down the cost of the 
service to the public, and for that’ reason is it 
possible at this time to determine that the amount 
requested by the railways is necessary, or whether 
a lesser amount or any amount at all. Probably 
the paragraph might be taken as a wish of the Quebec 
government that there should be some caution in 
proceeding too fast on granting an additional subsidy 
of the amount required. It might be less. It might 
be nothing, depending on what indications the railways 
can give of the extent of the savings ea their 
improvement in equipment and operational methods 
have brought. 

Q. The Government of the Province of 
Quebec would be satisfied, I take it, in light of 
the very careful consideration being given by this 
Commission and its highly competent technical staff 
with the consideration and finding of this Commission? 

A. I believe so. Everything I have 
heard expresses satisfaction with this Commission. 

Qe And therefore -- you said it may be 
less than the railways ask for Tr, oR would also be 
happy if this determination ao the Commission resulted 
init being more than the railways asked for, on the 
projection of costs of pe Sa ale over the next 
few years? Say this Commission projected into 


the next few years --- 
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ANGUS, STONEHOUSE & CO. LTD. Harold, cr-ex. 20875 
TORONTO, ONTARIO (Sine lair ) 


A. I think this statement that we will 
be happy with the opinion of this Commission answers 
Lt,fully. 

Qe Now, as a transportation specialist --- 

A. On trucking only, Mr. Sinclair. 

Q. A eae taal nk on trucking but with 
some knowledge of other elements of transportation, 
I would ask you if you could tell this Commission, 
notwithstanding the modernization and technology 
and the application of technology that has taken 
place in the last few years, what transportation 
medium has been able through that modernization and 
application of technology to meet increased costs 
of labour and materials and to reduce the cost of 
transportation? Trucking? 

A. To some extent, yes. 

Q. Have they not had to have general 
increases in rates to meet increased costs in the 
last few years? 

A. Only in certain specific instances. 
Where the traffic is heavy, for instance, on the 
Toronto-Montreal run they are still functioning 
and yet that rate is much depressed in relation 
to the rate of, say, ten years ago. 

Q. Oh, that may be so, but it is higher 
than it once was, I suggest to you, in the post 
war period. Let us take 1950: it either has 
different minimum characteristics to force a heavier 
loading... 

A. That is the improvement in the 


equipment. 
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Q. ..6- Or it requires certain shipping 
conditions to be attached; that the real cost of 
transportation between Toronto and Montreal, unless 
you can meet some special conditions, is Wgher 

now than it was in 1950? 

A. I wuld not want to go that far. 

Q. Is there not minimum charges on 
shipments? Let us take that as an example in the 
trucking industry: have they increased? 

A. The minimum charges have increased. 

Q. And have the general class rates 
increased throughout the Province of yuebec since 1950? 

A. Yes, but are you implying most freight 
moves by class rates? 


Q. No, J.am not implying most freight 


deat” ay: 
Sb, hs 


moves by any specific rate. What I am implying is 
that increased costs have ma@e it necessary to raise. 
the rates? 

A. On class and minimum ues yes, 
because of the increase in labour and the fact that 
the increase in weight limits and equipment does not 
apply to the same extent in the movement of gmail 
shipments. 

Q. So that, Mr. Harold, what you have to 
look for is a very rapid and marked technological change; 
that is, the application a@ diesel tractors and 
heavier built roads enabling heavier loads to be 
carried to enable costs to come down? 


A. In a volume movement. 
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ANGUS, STONEHOUSE & CO. LTD. Harold, cr-ex. 20877 
TORONTO, ONTARIO (Since lair ) 


Q. Yes. 

A. Those technological changes would 
have a more immediate impact than on smaller | 
shipments, and you are:gpeaking of the grain rates 
Which is an extremely heavy volume movement. 

Q. And to enable those trucks, or to 
enable any transport industry to carry a volume 
movement and heavy tonnage requires the roadbed to 
reflect the carrying capacity? 

A. That is true. 

Qe And to do that costs money? 

A. That is true. 

Q. And requires more expensive equipment? 

A. That is true, and I presume that the 
return on those increased expenses is less than 
the advantages which they expect to obtain from it. 

Qe What you are saying is this, that 
what you have to look at is the application of 
technology in the foreseeable future and then arrange 
for a review to see whether there have been any 
changes? 

| A. That is true. : 

Q. And that is what you had $n badd ? 

A. With a word of caution that maybe 
with these changes the amount you ask is too large, 
or it may not be necessary at the moment intil the 
real impact of these changes has been assessed. 

Q. Or, another way of putting it, I 
Suggest to you, to meet the paragraph, would be to 


have the matter reviewed by the Board of Transport 
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ANGUS, STONEHOUSE & CO. LTD. Harold, cr-ex. 20878 
TORONTO, ONTARIO { Sinclair ) 


Commissioners to see if there were any marked changes 
ina period of two of three years from the time 
it comes into force? 

A. That could be one answer. 


Qe Yesterday Mr. Hume referred you to 


paragraph 499 which is at page 122 of your brief, 
and maybe I should read that first. It reads as 
follows: 

"HOO, We have an open mind as to 

what the best solution to this problem is. 

We would be prepared to consider any 

reasonable and realistic proposals 

which would take into account historical 

facts and provincial rights and would 

make good economic sense and be equitable 
to all parties converned.”" 

Mr. Hume went on at page 20846 of the 
transcript of yesterday, and go that I put it 
exactly I should possibly read it to you: 

"May IL ask you whether or not those 

words ‘equitable to al11 parties' indicate 

that if any subsidies are to be paid 

they should be paid in such a way that 
ail transportation media can have 

an opportunity in connection with 

those services? 

A. I can't answer for the province, but 

for myself I subscribe to that." 

My question is, in subscribing to that 


suggest of Mr. Hume you would couple it; I take it, 
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ANGUS, STONEHOUSE & CO. LTD. Harold, cr-ex. 20879 
TORONTO, ONTARIO (Ss ine la ir ) 


that all transportation media if it was to share 
should be under the game service obligations? 

A. That I agree with thoroughly. 

Q. As to equipment and time and things 
like that? | 

A. Well, equipment within their financial means. 

Qe You see, Mr. Harold, there are some 
rather peculiar situations existing about the 
handling of grain in western Canada: for instance, 
cars of grain can go to the Lakehead and stand 
there for as long as 93 days without any demurrage 
being assessable on them? 

A. Then, the same government regulations 
Should apply to trucks if they wish to take advantage 
of that traffic. 

Q. Another example of a gpecial provision 
is that by direction of the regulatory authority the 
movement of grain can have first priority and ail 
equipment of the company can be channeled into that 
service and given priority over other shipments? 

A. If a trucking enterprise wished to 
enter into that traffic I think that they should be 
forced to meet the ame obligations. I have always 
been a thorough believer in the necessity of 
equal responsibilities and obligations. 

Q. Thank you, Mr. Harold. Another 
point is this: I take it that it is basic to the 
Submission d@ the Province of Quebec that the rate 
structure should not be used as a method of providing 


assistance except in very special circumstances and 
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where there is no other really practical way of 
providing that assistance? 

A. That I would say is a concise statement 
of our position. 

Q. Now, on the matter of subsidy it is 
clearly the position of the Province of Quebec that 
distance per se should not be a matter of 
subsidization on an overall basis? 

A. That is true. 

Qe And that, further, if a region or an 
industrial complex of 4a region needs assistance, that 
should be extended other than through the freight rate 
structure if there is a practical way of doing that? 

A. That is true, and it is the decision of 
the government that is in charge of that particular phage 
of transport, | 

Q. With regard to the Maritime Freight Rates 
Act you suggested yesterday in your answer ee the 
truckers had some complaint about this disturbed balance 
in view of the fact it was open to railway shipments 
but not open to highway shipments -- the subsidy provisio 
under the act -- and that this was a disadvantage. 

Do you remember that? 

A. I recall it, but I believe that my 
remarks were in relation to the suggestion of the 
Maritime Association that because of truck competition 
in the central area rates had been lowered whereas 
because of the lack of similar truck competition in 
the eastern area or the eastern and central area 


the same reduction had not been effected. 
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ANGUS, STONEHOUSE & CO. LTD. Harold, er-ex. 20881 
TORONTO, ONTARIO (Sinclair ) 


Q. Really, you were directing this matter 
about making it available to all transportation media 
in so far as the Maritime Transport Act was concerned 
to a higher subsidization than now existed? 

A. Exactly. It is again the same, but a 
stronger word of caution on the Crownsnest Pass, that 
before any increase of the present large subvention 
of 30 per cent is made every effort should be made 
to consider is there any means of obtaining more | 
satisfaction for the Maritime Association by other 
means, such as truck competition, and with such a 
large increase already granted on the subsidy my own 
personal opinion is that before anything is done it 
should be done on a particular basis of a commodity or 
an industry where taxation, cost of raw material, 
wage rates, should be considered as well as 
transportation charges. | 

Q. Luc lugane, would take it, the effect 
of competitors in the same line of business --- 

A. In other areas. 

Q. Yes? 

A. I meant an examination in relation to the 


\ 


same charges in other areas in the central region. 


--- Short recess. 
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ANGUS, STONEHOUSE & CO. LTD. Harold, cr.ex. 20882 
TORONTO, ONTARIO (Sinclair) 


THE CHAIRMAN: Order, please. 

MR. SINCLAIR: Q. Mr. Harold, just one 
other point before I speak to you about trucking, ‘and 
that is the proposal sine province in regard to 
application of percentage increases to aera tienes 
rates. It is expressed this way in recommendation 12: 

"That the necessary legislation be passed 

to compel the railways to readjust agreed 

charges, such readjustment to be equal 

to the percentage of the horizontal 

increase." | 

Now, Mr. Harold, Canadian Pacific has an 
agreed charge for the movement of a commodity between 
Montreal and Vancouver, and the rate is based on the 
rate from Montreal to Rouse 8 Point, and the American 
rates from Rousé’s Point to Vancouver; the agreed charge 
to meet the United States railroad competition as well 
as water competition via the Panama Canal which can 
move in foreign bottoms. 

If your recommendation was law and the 
agreed charge rate was increased, and the railways 
lost the traffic to American roads or to foreign bottom 
shipping, what advantage would there be in that to 
Canada or the Canadian transportation industry? 

A, I think the attitude of the Quebec 
government in that respect ecouaksee explained in the 
French version. On page 73, there is an explanatory 
paragraph Space the recommendation. aa seraild charges 


and the statutory rates are not subject to this increase; 
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ANGUS, STONEHOUSE & co.tTo. Harold, cr.ex. 20883 
TORONTO, ONTARIO (Since lair ) 


nevertheless, the railways have informed the Commission 
that the readjustment of the rates, agreed rates, are 
made as soon as the contract permits. But it appears 
that this is left to their own free will. There is 
there a danger of discrimination. 

Q. Yes. But, Mr. Harold, in regard to 
increases in rates generally under a general revenue 
case these are authorizations to the railways; they 
are not requirements. So, therefore, under a general 
increase, under class or normal commodity rates, specific 
commodity rates or competitive rates, the authorization 
for the inerease given by the board is permissive that 
the railways are left free to apply it, or apply part 
of it, or to apply none of it, depending upon the 
requirements of maintaining gad bubtnenst subject to 
this: the rates must be compensatory in every respect. 

A. Well, I am going to speak for a ohte. 
Maybe one of the reasons why I dislike so intensely 
horizontal increases is that freedom of the railways, 
that they apply it or not as they see fit. In other 
words, it increases the discrimination or any differences 
at the free will, shall we say, of the railways. 

Q. It is not a question, I suggest to 
you, Mr. Harold, of free will. It may well be that 
the traffic will dry up; it will not move at that rate, 
and yet the rate is making a substantial contribution, 
we will say, even over total cost and certainly in 
many, many cases it has been proved a very substantial 


contribution over variable costs, and yet the traffic will 
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ANGUS, STONEHOUSE a co.ttro, Harold, cr.ex. 20884. 
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dry up. So it is an advantage to all shippers and to 
the railways to keep that ceric moving. 

Now, under your plan, if it was mandatory, 
the effect would be that the traffic would not move. 
Now, who can gain under those type of circumstances? 

A, Well, it is also hypothetical: will 
there be that loss. Would it not be better to have 
it mandatory and then in the light of events make the 
necessary changes? 

Q@. Oh, I see. What you are suggesting 
is that it is mandatory subject to an application 
being made for an exception in special circumstances? 

A, Yes. | 

Q. Oh. And what you are saying is that 
the rates would be applied and then, if it was found 
that circumstances required some other treatment, that 
an application be made to the regulatory tribunal to 
adjust? 

A. How can the regulatory tribunal make 
a decision on a horizontal increase if they do not 
know or have some idea of what percentage of those 
increases are going to be put into effect; what amount 
of traffic will be affected? 

Q. Oh, I think we are at cross purposes, 
Mr. Harold, in that the Board of Transport Commissioners 
on general revenue cases require evidence to be given 
in that regard. 

A. Not as to the particular traffic on 


which the increases will be affected. 


| ne i ae % | ow aa 
7 i baw sag. Pe 


a 
> a 


\ a, 
i <a 


yee for bLaoy sen ‘eg tana apni e%% 
Tasos tognito Xe anes acd fpebrus nana oo . 


ES ber las itattegn! sale ~t a ‘tbe Be : z, | ; ; Lae a 
Py re 
I cy uy yy ‘a 5 


Sitesi. iia: sie ad me 


ye owen oo! sected ad. g¢ac a 


bes 


+7 i rn 


Bis Sas BGS Bo Ietatl 


T ceqruatie vinden | ae 


pebivearanie 8s pay ced ..ese T vle . uo 


bao li gg as of togidre wrolaiaaw al . oe 


Ur Bete [wer fer. wie ot ge r Cae! J 
ah ; 3 a2) mee. SLs MN, WEE PEA TO he 


' : 


+ ro ” 

ay | 

ie. ‘ 

fe , ot) =f = > oe ted v — \ P on : 

i paw 82 3S... . mote 8 hela, ee. Bhoow apse oat 

Bat 

mi a> 
j iv. , a os ey yt + + 4 

ae. TTI Sety Toko eee Seti. eboamdaannet 


ai : 


Os Shan ‘sd. ae 1 Z ine: aa), 


*'? 


Of O64 VSR At Se sstoarnh ) ates tread on 


we 
va 
5 
a. 
& 
S 


: 

| 

! 

; 

d 

i] 

Matt. Lary im Vroded JMET, Shh Ags wor 
oO s&h) site suet "tou 


Sie Chil Seg ed od Boom Mens > oceiee 


Tosoen ie pod Li te Beas: ef 


, wletioS SUH? to Are ientina 
qs 
‘ ; : et cf 7. ‘ , : 
» | (\49" eh du ov wi. Aah V.8 Siler &S8aa 
nm 7 
oe aoe Pe Te. | 
\ A 
y =a' 
Wr) 


ANGUS, STONEHOUSE & CO. LTD. Harold, cr.ex. 20885 
TORONTO, ONTARIO (Since lair) 


n 


Q. Not on the particular traffic, but 
on the commodity groups: normal, competitive, agreed 
charge, and so on. 

A, But even within those groups there 
isa great deal of discretion left to the railways 
which could become an abuse. 

QP ‘That “is ‘righty “I see that it could 
become an abuse, but the key of it surely is, Mr. 
Harold, that the railways in their own self-interest 
are going to maximize their revenues, and if the 
traffic will move freely at the higher rates, they are 
not going to not apply the increase. 

A. There are today other factors which 
were not present thirty years ago, and one is the facto 
of competition, and it may be that the refusal to put 
into effect this 1 deren will be in the sole discretion | 
of the railway, taken against that if there is 
competition, even though the competitor might and does 
feel, I will say, does feel that an increase is needed. 

Q. Yes. But, Mr. Harold, that has been 
thought of in railway rate making by the fact that 
in regard to a competitive rate or in regard to an 
agreed charge, if revenue is not being maximized by 
the rates that is in effect, appropriate procedures 
are open to complaint and action being taken to offset 
just the very point that you have in mind. Did you 
know that? 

A. Action by whom? 


Q. Anyone that wants to complain; any 
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shipper. 

A. Any shipper? 

Q. Yes. 

A. But what I am saying is that if a 
shipper enjoys a competitive advantage because of the 
rature of the traffic, naturally he wil not complain 
if there is no inerease; whereas, that traffic possibl 
from the opinion of a regulatory authority should bear 
an increase the same as other traffic, because if you 
want to obtain a certain amount it has got to come, if 
it does not come from that traffic in part, it has got 
to come wholly from other traffic. 

Say Quite so. 

A. And because there is, I will put it 
bluntly, traffic competition, you might say we will 
not increase it, because that might give an advantage 
to trucks, even though that traffic by all gauges bears 
its proportion of the increased cost. 

Q. Quite so, Mr. Harold,and that 1s why 
under railway legislation, and to take care of that 
Situation, I suggest to you there is wide power for 
the Board to investigate, to initiate rate enquiries 
and to ask the railways to show why this rate is at 
this level rather than that. Does that not look after 
the problem you have in mind? 

A. The problem would be lessened if 

those complaints could come from the competitor as well 
as from the shipper. 


Q. It might be lessened, Mr. Harold, 
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but the Board of Transport genie bnens with their 
powers and with their long tradition of service in the 
public interest surehy can be relied on to take action 
if they think the railways are mis-using any powers 
they have with regard to the fixing of rates. 

A, If I recall they have ruled that 
under the Act the trucking enterprises have not the 
right to make the complaints before them. 

Q, That js right. they have held that 
they have not the right. they have listened to their 
representations, and the Board has, not withstanding 
the fact that they have not got the right to initiate, 
the Board has carried on inquiries on their own behalf. 
So, it may be that what is really being done does meet 
the situation. You would agree? 

A. Wo, I will not go quite that far 
as agreeing. 

Grr But, in any event, in regard to this 
agreed charge suggestion of yours, it has in mind in 
regard to this legislative change that there would be 
exceptions open under special circumstances if it was 
found to be aeaesned | 

A. Definitely. 

Q. Now, Mr. Harold,in view of your 
long association with trucking and -- 

A. Pardon me, Mr. Sinclair. I am not 
asking for any SaaS privilege of the trucking 
fraternity, but as you know we do allow the railways 


to come before our Board. Our act permits it, and 
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I think similar legislation should be applicable in 
the Federal Act as well as in the Provincial Acts. 

Q. “Well, Mr. Harold, Ll want to turn to 
this subject, and this is the question of trucking 
generally and the railway entry into it. This is my 
last point with you. | 

Before I ask you these few questions that 
I have, may I say to the Commission this, that it is 
the experience of Canadian Pacific that Mr. Harold's 
administration on the legislation of the province of 
Quebec in regard ta the control of trucking is of the 
highest order in our experience in Canada, and we have 
really no complaint about it except one, and that ig | 
the terribly, terribly parsimonious attitude of Mr. 
Harold and his Board in regard to the issue of permits 
to Persian Pucifss: 

A, That is probably, Mr. Chairman, due 
to my Scotch ancestry and the close relation between 
the French and the Scotch. 

THE CHAIRMAN: I can sympathize. 

MR. SINCLAIR: Q. And I think, Mr. 
Harold, that your policy is enunciated in your brief 
very clearly in a number of places, and I wonder if I 
could just put the principle as I see it together from 
three extracts and ask you if this does express Lt 
I read first from a part of 302 on page 81, where I 
find this: 

"We are against the railways acquiring 


a dominant or near-monopoly position in 
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the trucking industry at the expense 

of ednpeddan truckers and to the 
detriment of the interests of the public 
at large." 

Then, at paragraph 307, page 82: 

"What we are after is a method which will 
assist us in achieving a position of 
balance between the needs of the railways 
for greater. efficiency and flexibility 
and the requirements of the public 
interest of not allowing the compensation 
of transportation facilities in the hands 
of two large transportation companies 

~~ the @.N.R. and C.P.R." 


And then at the top of page 83, paragraph 


"The answer to this. problem in our 
opinion is adequate safeguards of a 
regulatory and administrative nature, 
which will make it possible to assure 
a. continuous review of changing 
cireumstances and to examine each 
transaction involving the acquisition 
of independent trucking companies or 
extension of trucking services by 
trucking companies owned by the 
railways." 

Now, in those extracts that I have taken 


and put together is the policy of the government in 
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regard to railway entry, I take it, in the use of 
trucking? 

A. Yes, and not only railway but what 
I term large system enterprises. 

Q. Yes. 

A. The same basic rules are applicable. 

Q. Yes. Now, let me give you an example 
of a movement by piggyback, Mr. Harold, from Winnipeg, 
Canadian Pacific trailer, destined Knowlton, Quebec. 

A... Are you the consignee? 

Q. The consignee -- all right, we will 
call it Sinclair's Duck Farm. 

A, Well, that is where you live, and 
have you ducks? 

Q. No, I have not got ducks; somebody 
elise has ducks. 

We will call it -- the consignee is 
Sinclair's Duck Farm -- both the shippers and 
eonsignees. and eUmeve euk eee tes that 
movement on Canadian Pacific, and they moved it by 
piggyback. And, as you know, Mr. Harold, there is 
very restricted train service on Canadian Pacific 
between Montreal and Knowlton; very little business 
moving in that area. 

Now, the flexible, efficient, economic 
way of moving that shipment, I suggest, is piggyback, 
to Montreal and road beyond. 

Under those circumstances, Canadian 


Pacific is faced with these alternatives: (1) of 
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building a piggyback ramp at Knowlton and making the 
deliveries to the Sinclair Duck Farm. That is open to 
it. 7 

A, ii there is sufficient traffie. 

Q@, if there ie sufficient traffic. Or, 
the other alternative to them is to unload it at 
Montreal and apply to your Board for a permit to operate 
over the highway to Knowlton, Quebec. That is open to 
them? 


A. Yes. 
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Q. By the granting of that permit the 
cost of transportation, the service being offered by 
Canadian Pacific toSinclair Duck Farms Limited, 
is improved und it is in accordance with the principles 
that we ail have followed, correct? 

A. yer. 

Qe Now, you may take enother example, Mr. 
Harold: a shipment moves from Toronto, Ontario to 
Drummondville and Canadian Pacific %s competing for the 
business with Kingsway, Canadian Steamship Lines. 

Now, Canadian Pacific would move out from Toronto to 
Montreal by piggy-back and on the next car would be 
Kingsway with their piggy-back. But, when they got 
it to Montreal, Canadian Pacific is left with the 
alternative of piggy-backing it the short distance 
to Drummondville or applying for a license to compete 
with eg te Kingsway over the highways of Quebec 
between Montreal and Drummondville. 

A. Or there is another alternative. 

Qe The third alternative that you have in 
mind, I take it, is to enter into a contract with 
somebody or move it by boxcar. 

A. When you say "contract", it is a form 
of agreement which must be filed with the Board 
covering every change of equipment. 

Q. You mean I could ask Kingsway to haul 
it down there? 

A. You could ask in Drummondville three 
or four dher operators the same way as ten or eleven 
of the Toronto or Montreal operators ~~ let me put it 


this way to clarify it: there are approximately 
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twelve what I call general merchandise operators 
operating between Toronto and Montreal. These people 
all have transportation permits to use piggy-back of 
the Canadian National or Canadian Pacific, either 

of the railways. Kingsway -- I am not sure that 
Smiths go there, 

MR. SINCLAIR: HO, L do not think go. 

Q. Kingsway does go there, Direct Winters 
might go there, I am not gure. But, all the other 
nine @ ten operators do not go to Drummondville so 
they have their clientele in Toronto, they get a load 
by piggy-back, they put it on the piggy-back service 
of either of the railways, they take it off at Montreal 
and they transfer the trailer to any one of the services 
going to Drummondville. I would suggest that the 
one will not get the right would be Kingsway, that they 
would be the lone wolf on that line. 

Q. But the distinction between that and the 
Canadian Pacific is that Canadian Pacific does provide 
service now between Toronto and Drummondville by rail. 

A. Mr. Sinclair, is not your suggestion 
that wherever the railway gives service by rail that 
if that rail service or the traffic on it is not 
sufficient to provide ramps for piggy-back that our 
Board could, by that mere fact, upset ali the present 
=r taser and grant a permit to the Canadian Pacific 
or the Canadian National on the mere proof that they 
are giving a rail service? 

Q. Not in that cireumstance alone, of course 


not. My suggestion to you would be this, that the 
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railways having provided a service from origin to 
destination should, I suggest to you, have that 
circumstance recognized and be enabled to have the 
flexibility of combining rail ard highway to reduce the 
economic cost of fansportation. It is not an answer 
to say that somebody else has to interline because 
that other person who had interlining was never giving 
origin to destination service. It is a special 
circumstance that puts the railway in a different 
position than the suggestion you made to me about 
other operators between Toronto and Drummondville. 
That is why I took Kingsway because Kingsway were in the 
same position as the railways having origin and 
destination service, Toronto to Drummondville. My 
position was that we were equalizing fairly the 
competition between two large transportation organizations, 
C.SeL. and C.P. This would be the circumstance. af 
am not asking for a decision, what I am asking is, these 
would be circumstances which would be taken in account 
or should be taken into account in dealing with the 
merits of any individual application by a railway. 

A. I was afraid from your attitude that 
you were asking for more than mere consideration. 

Q. Consideration, as far as I am concerned, 
of the fact leads to a determination on the true 
merits and that is the position I am in. But, those 
are circumstances I have put to you that are worthy 
of consideration in respect to railways. 
| A. Well, you took Kingsway and they do not 


go, or at least their company, the C.S.L. does not 
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give a service between Montreal and Toronto during the 
months of December, January, February and March. 
Would you ask for a difference in that case that your 
permit would be only for eight months of the year. 

Q. Well, unfortunately I might ask for 
it but the people that they bought it from were 
providing highway services. 

A. Yes, but they bought out Kingsway and 
giving the service from Drummondville to Montreal is 

not competitive with the steamship service because 
the steamships do not call at Drummondville. 

Q. Of course, Mr. Harold, my point is 
this; that in view of the basic principle of Quebec 
in iransportation you must heed the law of economics. 

I am suggesting to you on railway entry into the 
trucking field you must look at circumstances and 
give them consideration and basically make sure that 
the railways are not, as you have put it, going to 
dominate or become the monopoly in any transportation 
area. 

A. Or get favours whieh the highway industry 
as a rule do not have. 

Q. Uniess there are special circumstances 
justifying it. 

A. Well, I have not heard of any yet. 

Q. My point, HMr..Haroid, is this: the 
railway industry is required to operate with flexibility 
and with economy and there may be circumstances that 
with the cooperation and assistance of highway transport 


boards that that could be furnished and these 
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circumstances, as Canadians interested ina sound 
transportation industry, regulatory boards should give 
some weight to. ) 

A. I think they do but remember that 
interchange and flexibility of interchange applies 
equaily to interchange between railway transportation 
companies and an independent trucker just as much as 
between two independent truckers. L believe the 
situation is that about 60 per cent, of traffic by 
truck moves by trans-shipment and ever of the 
remaining 40 per cent there is a one Line trans - 
shipment from the pickup truck to the over the road 
truck, If we ask the railways to interchange with 
the operator on that route we are doing no more than 
we are insisting on with the independent truckers. 

Qe But it is not the policy of your board, 
and I won't ask you to deal with this specifically, 
but you are not advocating as a truck transportation 
specialist that the regulation co railway owned trucks 
should be circumvented to the extent that railway 
transportation is going to be necessarily more 
expensive than it need be? 

A. ‘Certainly not so that if you are using 
the railway that you will be, when you so use it, 
placed in this equally beneficial position as other 
highway vwers. 

MR. SINCLAIR: Thank you, Mr. Harold. 2 
Wish to gay on behalf of Canadian Pacific that 
I have been ina number of proceedings in this room 


and other places involving transportation matters and 
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this is the first time that a full submission has been 
made by the Province of quebec, at least, to my 
knowledge. It is also the first time that we have 

had the opportunity of asking Mr. Harold questions and 

we do appreciate the work that has gone into this 

and the very frank and responsive answers that have 
been given by their spokesmen. Thank you very much. 

A. I feel that I had better get a copy of 
the transcript for future use because it is going to 
be thrown at me. 

Mk. Sere : Mr. Chairman, you have already 
asked as to whether I intended to cross-examine Mr. 
Harold and I said that I did not think so. However, 
I was not here aLeaeaer or the day before, and in 
those circumstances I did not know exactly how the 
case for the Province of Quebec was presented. There 
are some questions that arose during the cross- 
examination of my friend -- perhaps I should not call 
it cross-examination, perhaps examination would be 
better. -- these questions arose relating to the 
Maritime Freight Rates Act. Now, I do not know 
whether the questions which I propose to address 
were to be directed to Mr. Harold or Mr. Dube but perhap 
in view of the fact that Mr. Harold has answered some 
questions I might, with your permission, ask just 
a few questions. | 

THE CHAIRMAN: Very well. 

MR, SMITH: Mr. Fournier suggests that 
Mr. Harold is the man to answer them. 


MR. FOURNIER: If he does not answer them 
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Mr . Dube will answer and if nobody answers then 


the brief wil answer. 


CROSS-EXAMINATION BY MR, SMITH: 

Q. Mr. Harold, may I commend you for the 
manner in which you have given your ‘testimony. It 
is really a treat to have someone like da. ei ve 
evidence. 

One of my concerns for many years has been 
a statute known a8. the Maritimes Freight Rate Act 
and I, therefore, piupese to ask some questions 
relating to your expressions of view in the submission. 
As I take it now you are responsible for some of 
these expressions. At page 135 of this submission 
it is represented: 

"That no change be made in the Maritime 

Freight Rates Act, as proposed by the 

Maritime Transportation Commisgion, since 

such changes would disrupt’ the economic 

equalibrium of the other provinces of 

Canada." 

I am a little bit concerned with what the 
meaning of the expression "economic equalibrium of 
the other provinces of Canada" is designed to convey. 

Fe The feeling, and it is quite strong, 
is that with the present subsidy of 30 per cent, the 
maximum of, shall we say, horizontal subsidies has 
been reached, that in fact in some instances, 
especially industries in other provinces are being 
affected by these 20 per cent to 30 per cent. 


A further general inorease without a specific inquiry 
into the industry or into the commodity effected 
might be very serious for the economic situation. 
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Q. Is that just an expression of view 
of what might happen, or what has happened? 

A, In some cases we are advised that 
it has already happened. 

Q. Could you give any instance of that, 
sir? | 

A. The only instance that has come to 
my personal knowledge is that of the Canadian Sugar 
who have complained bitterly, I believe, to the proper 
authorities, and I think they have made a submission 
to this Commission. 

Q. That was not in relation to the 
submission, as I understand it, of the Maritime 
Transportation Commission. It was with respect to the 
submission made by Mr. Hill of the Acadia Atlantic Sugar 
Company. 

A. That could be so. 

Q. Do you recall Mr. Dickson's estimate 
of the annual cost of putting into effect the proposal 
of the Maritime Transportation Commission -- you did not 
read the evidence? 

A. No. 

Q. May I tell you it ws in the order 
ef about $643 million. 

May I ask you this question, Mr. Harold: 
did the Maritime Freight Rate Act when it was passed 
in 1927 have the effect of disrupting the economic 
equilibrium of the other provinces of Canada? 


A. As far as my personal knowledge goes, 
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I do not believe so. 

Q. May q ask you, did the increase in 
the 20% reduction to 30% on outward, westward movements 
made in 1957 have that effect? 

A. I am told that there are certain 
industries which have been most Sapastaly affected. 

Q. Have you any personal knowledge of 
any such instance? : 

| A. No; other than I os discussed the 
matter with the Canada Sugar Refinery. 

Q. Have you any statement or knowledge 
as to the respective rates that were affected by the 
movement outward from the Maritimes -- the movements 
that you say have been affected? 

A. Not personally, no. 

Q. Could I ask you another question: 
there was biveier subsidy, the so called bridge 
subsidy. Are you familiar with that subsidy? 

A. Not too familiar. 

Q. You know of it? 

&, oxrEoknowrofsal ts 

Q. In the recommendation of the Turgeon 
Commission there was a $7 million subvention to cover 
the so-called bridge; can you tell me if that subsidy 
had the effect of disrupting the economic equilibrium 
of the other provinces? 

MR. FOURNIER: Mr. Chairman, we did not 
file any paper or discuss the bridge subsidy. I do 


not know if the witness is conversant with this bridge 
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subsidy. 

THE WITNESS: Not sufficiently. 

MR. FOURNIER: I do not want to raise an 
argument, but I do not think the bridge subsidy is 
comparable with the Maritime Freight Rate Act. One is 
to cover a deserted area where there is no traffic. 

THE CHAIRMAN: Well, the witness does not 
know about the bridge subsidy. 

MR, SMITH: 1 shouke think the witness 
is here to speak on that subject, and I am merely 
testing his statements in the submission. 

MR. FOURNIER: The witness is speaking 
on behalf of the province of Quebec, and he may have 
his own personal views, but the province of Quebec has 
not discussed the question of the bridge subsidy and 
the witness does not have are before him as to 
what was the concensus of opinion of the province of 
Quebec on that point. 

THE CHAIRMAN: Only his own personal view. 

MR. FOURNIER: Yes, and then he becomes 
an expert of my friend Mr. Smith. 

MR. SMITH: Well, I will not press the 
question. 

THE WITNESS: You do not want me as your 
expert. 

MR. SMITH: Well, it is not so much as 
a rate expert, but an economic expert. 

A. I am not sufficiently familiar with 


the bridge subsidy. 
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Q. May I ask you if the proposals of 
the railways with respect to the Crowsnest Pass Rates 
have any such effect? 

A. Not to the same degree because -- 
and this again is my personal opinion -~ the rates of 
the Crowsnest Pass are more to do with export trade 
than domestic trade. | 

Q. You know from your reading and from 
your knowledge that the enactment of the Maritime 
Freight Rate Act was not designed for the purpose of 
disrupting the economic equilibrium of the other 
provinces, but was designed to correct a situation 
which had arisen; is that not the situation? 

A. That is the situation, and I feel 
that the province of Quebec considers that the present 
subsidy is ample to cover and meet that situation, and 
if there should be the need for anything more it should 
be on the basis of a particular industry or a particular 
commodity after proof is submitted to a proper 
investigator or proper autnority to take up that 
specifie case. 

Q. By that statement you also are 
speaking of the original subsidy created by the 
Maritime Freight Rate Act, with the additional subsidy, 
the increase from 20% to 30% in the movement out 
westward? | 

A. Yes, although that 30% has been 
done it is of general application, and the province 


of Quebec feels such general subsidies should stop 
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there and if there is to be any additional it should 
only be after specific study covering all factors as 
well as transportation charges. 

Q. Would your position be this -- to 
this degree: that even if it were demonstrated beyond 
peradventure that the Maritime Freight Rate Act was 
not giving the assistance and not achieving the purposes 
for which it was designed that nothing should be done 
-~- that the Maritimes and the Atlantic provinces should 
remain in the same position as they are now? What is 
your position? 

| A. I feel it is beyond my view, but I 

do consider this: that before any drastic -- and I 
mean any change is made, by that -- they eer be 
given the opportunity to see what the trucks can do. 

Q. You know that the proposal of the 
Maritime Transportation Commission does’ consider the 
situation with respect to trucks, and for ce first 
time in the history of freight rates they have suggested 
that the trucks be the recipientsof the subsidy, and 
you in part agree with that, I understand? 

dons I do. I am speaking personally because 
I am not sure of the position of the province on that 
matter. 

Q. That is the additional subsidy, of 
course? 

Aa Yeas 

Q. What I suggest to you, Mr. Harold, 


is that the proposal of the Commission for which I 
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Act is designed for the same purpose, mainly, to bring 
the act up to date and preserve the position which the 
act was designed to create. If we can demonstrate that 
such assistance is required, has the province any 
objection to our achieving some measure of relief? 

A. That is a very hypothetical question 
and I feel that in part the answer is found in | 
Quebec's submission on the personal income of the 
various districts. If you will notice, since 1957 -- 
and that is since the 10% inerease -- the personal 
incomes of the Maritimes have increased more in 
percentage than those of Quebec. 

Q.° I notice it was brought out in Mr. 
Sinclair's examination, the statement made on page 122 
of your submission in relation to another statute, 
namely, the Crowsnest Pass provisions of the Railway 
Act, and you said at that time that the government of 
the province of Quebec recognizes that the Crowsnest 
‘Pass Rates are a vital part of the Canadian freight 
rate structure and there are strong wegen cat! legal 
economical and political reasons for the continuance 
of Suda arrangements. Then you proceed to say: 

"499. We have an open mind as to what 

the best solution to this problem is. 

We would be prepared to consider any 

reasonable and realistic proposals which 

would take into account historical facts 
and provincial rights and would make 


good economic sense and be equitable 
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to all parties concerned." 

Do your remarks in respect of the Crowsnest 
Pass Rate situation apply with equal force to the 
Maritime provinces and the Atlantic provinces? 

A, Yes. 

Q. So, in other aed you are not as 
@ province taking the position that the Atlantic 
provinces should have no relief if they can demonstrate 
the need for relief? 

A. The province of Quebec has never 
taken that position with the Maritime provinces. 

Q. I suppose, Mr. Harold, like many 
other people you have read the various submissions 
that have been filed with this Commission. I do not 
know whether you waded through all of pga but at 
least we put in a submission and it was rather a 
lengthy one, and among other items was appendix IX 
which contained quite a thesis on the economic position 
of the Maritimes: did you read that? 

A. I glanced at it. 

Q. Well, at least you are familiar 
with it? 

Ay Yes. 

MR. SMITH: I thank you very much, sir. 

THE CHAIRMAN: Have you any re-examination), 
Mr. Fournier? 

MR. FOURNIER: No, Mr. Chairman, I have 


no re-examination . 


7 


_renieenoo aatoma £ ous 
: a we be _ “i 
es ad aries EOE AL. it ung 


an Of omro't (gups iste viggs nontayste | eet: 
¢ 4 Le i P ¢: ee ile 
FesorlVoug terete y" ens Tes 4 inal art. 
an ae eu es te 


“tat iensiiiaaie * 


7, | a re 
vore esorhya - 


- 
vi. 2 


t } eo? i A, : 


1. 40.2 Dovaat wc 


a) 


nay efqoey nteitte! 


‘ Al T- vail 
' eed saver fas 


i 


Pht aa a ' 
voy werkhortw worl” 


td THQ wy dane) 
se te 

atta waged : 

ae ¥ 


hat betes debra 


x 


te LesM ade te 
pany 


none 
D mn 


OR we 
« + Aer 4 
4e AR oe) ; 


owe marae Z 


ANGUS, STONEHOUSE & CO. LTD. Harold, 20906 
TORONTO, ONTARIO 
(Balch) 


BY COMMISSIONER BALCH: 

Q. i have one not very important question, 
Mr. Harold, but it might clarify something for the rest 
of the Commission. You mention in your number 9 
Suggestion the general principle of bilingual staff 
being employed at all levels of the administration, 
and then you say: "As well as in the operations of 
the railways". Are you familiar with the running trades 
-~- the brakeman and so forth, on the railways, as to 
whether they are bilingual or not? 

A. I would say in the province of Quebec, 
from my own personal experience, if not 100% a tones 
percentage are bilingual. 


Q. Yes, thank you very much. 


BY COMMISSIONER GOBSIL: 

Q. Being from the province of Quebec 
I do not need to tell you I read with great interest 
the brief submitted ne Quebec government, and I 
wish to congratulate those who participated in it, | 
especially in view of the time they had available. ak 
think a very remarkable job has been done. As I did 
not have a chance to read yesterday's transcript, I 
hope you will bear with me if I ask some questions which 
were asked yesterday. 

A. Before that, may I join you in your 
remarks about the submission, because I had little or 
nothing to do with it. It is the work of Mr. Fournier, 


Mr. Martineau and Mr. Dube almost -- well, I would say 
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entirely, as far as I am concerned. 

Q@. On page 78, paragraph 288, you mination 
that the situation in the last decade has changed a 
great deal, and you seem to be afraid there may be a 
monopolistic position developed. Do you feel there is 
really a danger for the independent trucker of such 
a monopolistic position? 

A, I discussed that in some measure 
yesterday, and I applied my remarks not only to railway 
participation but also to what we call large system 
participation; for instance, at many hearings we will 
find that support is obtained for what we consider are 
rather exaggerated requests of large system operators 
for additional rights from shippers who are not 
properly equipped with loading features. They probabiy 
have only one loading door and they place that burden 
on the truck enterprise and not on their own lack of 
initiative, and they come up and give evidence to the 
effect, “We want this operator to have further extensive 
rights because we do not want more than two or three 
truckers calling at our door. We are handicapped for 
space", which means if we keep on granting these large 
enterprises more and more rights eventually there will 
be a very serious monopoly, and more and more the 
individual trucker who gives the service to the people 
will be eliminated from the field by reason of the 
selfish shippers who are not willing to provide the 
necessary loading facilities. 


Q. In the same paragraph when you say 
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"Formulate effective policy to deal with that situation", 
would oe have in mind to see that the railways stay 
out of the long distance trucking? Would that be 
your effective policy? 

A. I do not think I personally could 
go that far because we have permitted the C.P.R. to 
acquire long distance -- that is, inter-provincial and 
international rights -- from the province in conjunctio 
with similar rights granted by other provinces, but 
we have rejected the right of the railway to come into 
competition with the smaller feeder systems -- that is, 


the independent truckers -- within the province. 


--- Luncheon adjournment -- 
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-- On commencing at 2:00 p.m. 

THE CHAIRMAN: Order, please. Dr. Gobeil? 

MR. GOBEIL, Q: When we adjourned, Mr. 
Hardold, I had directed your attention to page 80, 
paragraph 294. 

A. Yes. 

Qe It is the thought you expressed that 
maybe the railways may forget their own interests and 
do not mind so much about the loss of rail if they 
can direct the operation of business to their own 
trucking firms. 

My impression was that railways, as such, 
and trucking organizations, as such, even if they are 
Subject to rail, whatever you may call it, were quite 
independent. Do you have some reason to believe 
that one is running the other? 

As Well, one is controlled by the other, 
and I think a11 this mentions is that there is a 
possibility. I do not think it infers that there 
is any practice of that nature. 

Q. You have no specific instance, though, 
where this has been done? 

A. No, up to the present, I would say 
from what I hear that the railway is fighting for 
business and their eebididiary trucking concern is 
also fighting for msiness. 

Q. Like they were an independent organization? 

Be So far as our record is in Quebec, 

Q. On the page in paragraph 298 you say 


that.in some’ cases independent truckers find it difficult 
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to compete with railways because the substantial 
financial and managerial resources available to the 
railways makes it possible for them to operate the 
trucking business on a very large scale and to wait 
for years for adequate returns on their investment. 

| Would you know of any case where trucking 
organizations which are subsidiary of railways q@e 
operating at rates which are lower than what you would 
call the independent truckers? 

A. No, other than this, that in the eastern 
operation od Smith. Transport the rates are the same, 
necessarily go, because one trucker would not survive 
with higher rates unless he wishes to, well, rate 
himself out of the traffic. But the independent 
trucker cannot give probably the same expensive 
service to the Maritimes that the Smith operation 
can do because of the traffic that this Smith operatio 
could get through the Saint John port from the C.P.R. 
steamers through the winter months. 

Q. The service might be better but the. 
rates are not lower? 

A. Not at the moment, as far:as I know. 
Actually, the rates of all trucking companies ‘bs the 
Maritimes, and that is the one point which I have 
noticed, are filed through the same direct bureau and 
have all subscribed to the same rate. 

Q. May I direct your attention to the next 
page. 

A. Actually, Dr. Gobeil, if the independent 


trucking company were put in an inferior pasition as 
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regards the rate and did complain to the Board we 
would certainly investigate. 

Q. You would correct the situation? 

A. That is, our Board would, because we 
do go into rates. 

Q. In paragraph 300 you infer that the 
policy of railway owned trucking companies are set 
by railway management. This -is qa new one to me that the 

policies of railway owned trucking companies are set by 

railway management . There again, I thought 
that railway management did not have anything to do 
with what you may call railway owned trucking 
companies? 

A. Well, that is hard to gay. They do 
have representatives of those companies as directors, 
and what interference that might make in the policy 
is a matter which would only be opinion between the 
Subsidiary and the railway, but there is that 
possibility. There always is. 

Q. Yes, you are right. It is 32 
possibility, though there is no specific instance? 

A. I think that is our complaint -- of 
controlled companies from other companies. 

Q. You are referring to Mr. Fleming's 
budget -- the baby budget? 

A. Well, I heard about it. 

MR. SINCLAIR: They have specifics, though. 

MR. GOBEIL, Q: On the same page, paragrap 
302, when you say “with trucks serving as a supplement 


to railway operations on a limited basis", do I 
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understand that this limited basis is what you refer 
to later as city service, delivery service? | 

A. Yes, and as conditioned by the further 
paragraph on page &3. 

Q. Well, do you mean to say that nothing 
but delivery service, inter-city service, should 
be on the limited basis that you are talking about? 

A. Weill, maybe I ghould answer it this 
way. Every trucking company under our general order 
has a pickup and delivery area of five miles from 
any named termini. For instance, Smith Transport, 
4a subsidiary of the C.P.R., with a named terminus 
in Montreal has a right to pickup at any point within 
five miles. 

Now, any right to go further than that 
must be by specific written permit issued by the 
Board after a public hearing, and we claim the 
railways should be subject to the game principles, 
and the same obligation to obtain such permits as 
any other trucking company. And I think that 
is interpreted in paragraph 308 on page 8&3. 

Q. . On page 83, in paragraph 308 that 
you just mentioned, you suggest that no transaction 
involving the acquisition of independent trucking 
companies should be done without examination by 
some outside authority, if I understand well? 

A. Well, actually, our permits are 
issued subject to what is termed Article 35 of our 
Act which requires the prior approval of the Board 


before any transfer of control can be made. That 
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has been in our Act from its inception some thirty 
years ago. It is not unusual for the Board to 
refuse a transfer to large -- not only to railway 
controlled companies -- but to large trucking 
concerns, or even medium-sized, if the Board feels 
that the existing operators serving that particular 
territory will be harmed or their financial stability 
will be lessened. It is a policy covering ail 
transfers, not only transfers to a railway. I see 
there is an operator here and he has suffered from 
that attitude of the Board, when we have refused 
transfers to him, 

Qe But when you say that each transaction 
should be examined, would that mean that each 
transaction that the C.N. or C.P. may enter would 
have to become public? | 

A+ I do not quite seize the question, sir. 

Q . You say that each transaction involving 
the acquisition of independent trucking companies 
should be examined. Would that mean that if the C.N. 
or the C.P. wants to enter into a transaction to buy 
a private or a trucking company would have that 
transaction opened to public? 

A. In other words, what we are asking there 
is that they would be subject to the same rules and 
control as other trucking companies in order to acquire 
highway rights. 
| Q. I see. In the next paragraph you 
mention: 


"Further, the Government of the Province 
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(Gobeil) 
1 
2 
3 of Quebec believes that the trucking 
4 operations d the Canadian railways 
5 and their possible extension should 
‘ be kept under control and the necessary 
steps taken to prevent any lessening 
4 of competition..." 
8 Would you not be inclined to think that the 
necessary steps to prevent any lessening of competition 
10 would not be no regulation at a11? I mean, when you 


have regulation, that you cannot have competition? 

Aes Oh, yes, definitely we have competition. 
Probably not competition of rates in the same cama 
as the jungle warfare, where their rates are not 
disclosed. 

Where you have the disclosure of rates, 
the tendency is al11 carriers will have to file 
approximately the same rates. It may go down lower 
or it may stay stable, but no carrier can continue 
to compete unless his rate is approximately the same 
as the other published rate of another carrier. 
But there is certainly competition of service. 

| Q. I see. I may turn your attention, 

Mr. Harold, to page 95, and the first paragraph 
called paragraph 372. You mention in discussing 
passenger traffic that some further improvements 
should also be considered on the Quebec-Malbaie and 
the Quebec-Chicoutimi lines, among others. 

What do you think would happen if those 
lines were discontinued for passenger traffic? Would 


it really cause a serious disturbance to the people 
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of the region? 

A. I have not been down to Malbaie for 
some period of time. I have been to Chicoutimi, and 
I do not travel by railways, not on that line. 

Q. Do you know of anybody that does? 

A. Not in the last ten years. 

Q. And on the same line with passenger 
traffic, in paragraph 376 at the beginning of page 96 
you talk of advantages if there was a suburban station, 
and you give this as an example, that a man could take 
the passenger train from Quebec City to Montreal in 
the morning, and then return to Quebec City the same 
day. Also, in the same line as the other question 
about Chicoutimi, what do you think would happen 
if there was a train leaving Park Avenue in Montreal 
and reaching Chapagny, Quebec in two 4nd a haif 
hours? 

A. I think it would be an advantage. 

Q. Do you think that many people will travel 
by plane? 

A. Actually, except for the time of 
departure I do not see much advantage by plane either 
to Ottawa or to Quebec. The distance is too short 
for the time that you have to take in gaining the 
airport and coming in from the airport at Montreal or 
in the reverse direction. But sometimes I take the 
plan@ because of the convenience and the hours of 
depatture or arrival, not because there is a time 
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Q. I am asking that because one might 
not be inclined to agree with you that the railways 
are directing the policies of the truck subsidiaries. 
They may be but some others are inclined to agree, as 
you do,about the truck and that the railways are 
directing the policy of the air transport. They prefer 
to keep the time at four hours by train between Quebec 
and Montreal instead of the two and one-half hours 
which both of us know they could do just to develop 
air transport. 

A. Actually I am only speaking from my 
personal experience. The comfort of railway travel 
between beeen Viena Quebec, except for the time of 
departure, more than compensates for the trouble of 
going down to the central location ane the air 
transporter out to the airport, waiting for the plane, 
getting on the plane and having the same trouble to get 
away from the airport at Quebec. Now, I used ‘3 take 
the plane much more often when the route of the air 
transporter went by Snowden which is just a jump from 
my residence, However, now they go further down and 
they do not go by that route; they go by Dorval with 
the result that it is not so convenient. In most cases 
I am satisfied with the railway but I would be much 
more satisfied if they would give a good time service 
and it could be done because it is done in the United 
States. 

Q. Now may I direct your attention to 


page 121 where the province refers to the Crowsnest 
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agreement and in paragraph 493 you say: 

"Further, as a result of the grants given, 

the C.P.R. entered into an agreement of 

great national importance and we would 

expect that the C.P.R. would honour its 

undertakings." 

What would you say about the Canadian 
National in connection with that? | 

A, I would say that they would be in 
the same position. As far as I personally know I believe 
they have honoured their obligations. 

Q. But they did not sigh any agreement, 
the €.N.R. 

A. No, that is trve,.. There was no 
agreement with the Canadian Northern. 

MR. SINCLAIR: The Manitoba agreement 
which they honoured. | 

THE WITNESS: I gathered the Canadian 
National took over.the obligations of the Canadian 
Northern. 

MR. SINCLAIR: Certainly they were 
honoured. | 

COMMISSIONER GOBEIL: Q. On your section 
12 on legislative proposals in paragraph 538 you say: 

"Most of these proposals are based on 

the basic premise that the railways should 

be allowed to run their operations like 

a business and they should be able to 


make everyone of their operations pay for 
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itself." 
‘ , Then in the next paragraph you any" 
ss “<< “We poate that Mok have 
national nesponsibilities as well as 
business responsibilities." 

Should one conclude from that that what 
the province of Quebec has in mind is that if the 
railways have to fulfill certain obligations, have, 
as you call it, national responsibilities that they 
should not be run as business and they should take the 
burden of any deficit which may occur. 

A. I think the province goes so far as 
to say that any ao eenewnt see least a departure from 
strictly profit making business principles could be 
ordered by the Board of Transport Commissioners in 
Ottawa. In other words, as it is'a public service it 
should remain under the control of the Board of Transport 
Commissioners. 

Q. And if there happened to be a deficit 
it should be carried by the railway or by the public 
if it is in the national interest? 

APE ta seis the question of a deficit one 
of the responsibilities of the Board of Transport 
Commissioners to see that within limits of their 
authority such deficits are not met by reason of 
any, Shall we say, government enforcement of national 
obligations. In my opinion if you are going to 
restrict any private organization there it is a public 


service controlled by a body, they must show that the 
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private company must receive sufficient revenues to 
carry out its obligations. 

Q. And if they do not it: is the government's 
duty whether municipal, provincial or national to see, 
if they are asked to perform a certain function which is 
in the national interest, to carry the burden which is 
involved. 

Ay’ WediLyE hate going into hypothetical 
cases and this is my caste it opinion entirely but if 
the Board of Transport Commissioners gave a ruling which 
they thought was necessary to the successful working of 
the railway and that was overruled, as it can be 
overruled by Gqursbszeus act, then I think that the 
body that overrules will have to take the responsibility 

Q. Mr. Fournier this morning corrected 
a statement in the Star regarding a member of the 
Senate -- 

MR. FOURNIER: The Toronto Daily Star. 

MR. GOBEIL: The other one is so small, 
you know. 

MR, FOURNIER: Which one? 

THE WITNESS: No comment. 

COMMISS LONER GOBEIL: Q. Assuming that 
it is thought those passes should be discontinued which 
the province of Quebec does not recommend, if that 
is done, do you think it should be terminated, the 
passes should be terminated only for a member of the 
Senate and a member of the House of Commons or they 


should be terminated for everybody including the 
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employees of the railways? 

A. Well, I really feel that passes for 
the employees should be terminated before the passes 
of a government servant or person going about government 
business. 

MR. SINCLAIR: They have been on commuter 
services now. 

COMMISSIONER GOBEIL: Do you know, Mr. 
Harold, whether it is -- we were told their passes 
cost $15 million dollars. 

MR. FOURNIER: If my memory serves me 
well I think it is $6 million 500 theusand dollars, 

COMMISSIONER GOBEIL: It is $6 million 
dollars for Canadian National and $9 million dollars 
for the Canadian Pacific. About $15 million dollars. 

A. Do you mean the members and Senators? 

Q. No. All their passes, free 
transportation. 

A, It would be a question; if their 
passes were discontinued for the employees it might have 
an effect on their salaries and then it would all be 
from the same pot. On the other hand, if free passes 
were discontinued for outsiders, I mean for the members 
of the House of Commons and Senators and others --- 

Q. It may be the real insiders. 

A. Well, those people, it would be the 
government who would ultimately pay and to that extent 
the railways would benefit. Has there been any 


estimate of the cost for members? 
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MR, FOURNIER: Not that I know of. 

COMMISSIONER BALCH: You know, Mr. Harold 
the employees! passes have been curtailed quite a bit 
to what they used to be. 

THE WITNESS: Yes, I know that. 

COMMISSIONER GOBEIL: Q. I have only 
one last question and it is at paragraph 510 where 
you say that the province of Quebec is opposed to the 
change proposed by the Maritime Transportation 
Commission on the Maritime Freight Rate Act on the 
ground that they run contrary to the true objectives 
of the Maritimes Freight Rate Act. Would you comment 
on the true objection of the Maritimes Freight Rate Act? 

MR. FOURNIER: Sir, that it comes within 
the Act. It has been said often that -- 

COMMISSIONER GOBEIL: Q. Would you 
etext me? Suppose I give you my understanding and 
you tell me if you agree with it. Is it your 
impression or your belief that this act was made for 
two reasons; first, as a part of a contract for the 
entrance of the Maritime provinces into Confederation 
and, second, to correct the situation which developed 
from the Trans-continental railways. Would you say 
that this is so? 

A. Yes, 

Q. And would I be correct also or do 
you agree with me that the Duncan Commission decided 
once and for all to correct these things and take care 


of it and the consideration was 20%? 
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A. It was stated in their recommendation. 

Q. And when you say that you are opposed 
to any change on the ground that they run contrary to 
the true objectives, if the true objective were 20%, 
does the province of Quebec mean the 20% or 30%? 

A. In my opinion “the province is not 
arguing and did not argue with them when the 20% was 
increased to 30%. However, they feel this fixed increase 
has more than met the true objectives and that any 
others, if any others are necessary, should be signed 
and there may be reductions necessary in order to avoid 
advantages to the Maritime industry or disadvantages 
to industry in eu central provinces if the 30% is 
used in particular instances either on certain 
ree or on certain commodites., To base everything 
on nothing but transport charges without enquiring more 
deeply into the cost of production, the ability of 
industry in one area to compete with another is not 
realistic. They feel cheers 30% has gone wry far 
and from now if there is any relief left in the Act 
it should be on specific request which is studied and 
passed upon by a competent authority. 

Q. Do you mean it is a real case of 
conscience? 

A. No, but for instance, it may be one 
commodity where 32% is necessary but there may be 
another commodity where 32% is necessary or perhaps 
26% is enough to put it on a competitive basis. I do 


not think the intent ever was to give a competitive 
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advantage for a certain industry or commodity over 
industry which is operating in the central provinces. 
In other words, it is narrowed entirely on transpor- 
tation and you have to take other factors into account 
in industrial competition also. 

Q@. As it is there is no 32% or 284, 
there is a flat 30% for everybody. 

A. And in Quebec we accepted that and 
did not raise any question but it should go no further 
because we feel in some instance 30% has gone to the 
limit or passed it. In fact, that is the argument 
of one industry in the province of Quebec that the 
30% has chats rearea the competitive advantage to the 
Maritime industry. 

Q. Is it not your impression that 
the additional 10% which was given three years ago 
was just strictly and purely for economic 
considerations. 

A, Maybe that is why under table IV 
there has been an advantage in the last two years in 
the personal income of the Maritimes as against the 
personal income of Quebec. 

Q. And if it was for economic 
considerations how could you say that it should be 
fixed and stopped at 30%? Why should it not be lower 
or higher according to economic considerations or 
conditions? 

A, What do you mean by "economic 


considerations"? My suggestion is the specific 
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application should take all factors of economic 
consideration into the judgment. As it stands now 

it is only freight rates whereas if there is any further 
release it necessarily should take in the question of 
wages, cost of raw materials, taxation and all the 
other factors that go into the pricing of a product 

to see whether there is any need for the particular 
industry to have any further benefits. 

Q. What I mean is, the only thing I do 
not understand in the Quebec submission is that you 
say the province of Quebec is opposed to change and 
yet there was a change made made three years ago by 
economic considerations and if you take that factor 
into consideration then I do not understand how this 
30% cannot change. It could go lower to 26% or it 
could go to 70% and in the Maritimes some of them have 
gone up 100%. 

A. When will they stop? 

COMMISSIONER GOBEIL: I thought the 
province of Quebec would have suggested the way the 


Duncan Commission put it. Thank yous sir. 


BY COMMISSIONER ANSCOMB; 

Q. Mr. Harold, I think your brief has 
been covered very well not only, as I express it, 
by the gentleman who double crosses the witnesses, 
not FEE ASE OETA but by my colleagues. I am 


not going to ask you any questions except one which is 
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pretty well a personal one. I would not expect you 

to answer this question on behalf of the province of 
Quebee but I would like to know why you still, and I make 
that very clear, the word "still" in the whole brief 
define the railways as public utilities? And now, the 
very term self indicates that that must be a government 
monopoly whether it is a féderal, provincial or 
municipal one With all the powers of a monopoly and a 


guaranteed rate of return. 
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Now, there is nothing like that at all in the year 1960 
with the railroads as I see it. If there is I vant 
to know it. If we were sitting here in the year 1930 
I might agree with you, but today the railways are 
utterly smothered with competition under the ground, 
across the sea and up the alleys, and how~can they 
be in the strict sense of the term still called public 
monopolies ox public utilities? | 
| A. Well, a public utility i5 not necessarily 

a monopoly. A gas company is considered a public 
utility. A bus company we consider a public 
utility, and I think in the Province of Quebec is 
subject to the rule that the employees cannot strike 
-- the employees of public utilittem<- without going 
through certain procedure. A trucking ‘company -- 
and chore is certainly competition -- is not certainly 
a monopoly in any sense of the word, and yet is 
congidered a public utility. Ee Af 8. Metis 
serving the public and must give that service to 
the «tent of its financial -ability and resources 
and cannot cease to give it. without the intervention 
of government, and it gives that service because of 
the intervention of government or the control of 
government. 

Q. Even with what you say you, yourself, 
have to admit that you won't allow anybody to run 
at a loss. If the rate is too Low your Commission 
will put it up, I understand? 

A. That is absolutely true. I think any 


public yé41ity is entitled and must be entitled to 
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sufficient revenue, as we say, to meet its financial 
requirements, to operate, and to give as efficient 
return to attract the necessary money to expand 
its services when required. 

Q. But you will agree with me that is not 
the present position oF; sae two railways in Canada? 

A. Well, I don't think I am qualified to 
state that. | 

Q. You are just as qualified as I am, but 


you may not say it. Thank you, Mr. Harold. 


CROSS-EXAMINATION BY COMMISSIONER MANN: 

Q. I wonder if we can have a short discussion 
on some of the principles which have already been 
touched on and which I am sure are clear to everybody 
but me. 

In your discussion this morning with Mr. 
Sinclair in relation pe commuter traffic you made 
a very definite statement that if the railways cannot 
make any money on such traffic they have two alternative 
either they withdraw the service or increase the rates. 
You make that statement with regard to commuter traffic: 
why wouldn't it hold true with equal force with 
regard to any traffic by any transportation agency at 
any time? 

A. Well, I feel th&s: way, that if it is 
definitely proven that the revenue will not meet the 
marginal costs, the out-of-pocket costs, eckiriving 
that additional service, discontinuance should be 
allowed, and we so allow in bus companies, but if 


the service is given where marginal costs are met, and 
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the bus company has sufficiently broad basis, or the 
trucking company, that there are other lines which 
are compensatory, we feel in some cases they should 
continue to give that service because they are not 
losing money on it. It is part of their 
organization. I think it is a question of judgment 
in each particular instance, but whether you 
discontinue or don't allow the discontinuance is a 
matter for sgome control. 

Q. The principle has to be modified, then, 
and subjected to an émperical test, and the test is 
how broad is the revenue base on the carrier concerned. 
Is that your test? 

A. To some extent, yes. 

Q. If the carrier came and said that the 

| proportion of the unremunerative services is growing, 
should that make the case for abandonment or 
discontinuance easier? 

A. Or should make the case for an increase 
in rates easier. 

Qe Yes. 

A. Just recently in the bua. industry 
we have been obliged to slightly increase our basic 
mile rates as our guide, which has been to not so 
much increase the expenses as to offer traffic to 
private automobiles. 

Q. Is it; in’ your opinion, a matter of 
judgment for the company, for the operator, to decide 
whether he wants to apply for discontinuance or 


abandonment or an increase in rates? Is that the 
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judgment of the operator? 

A. Again I quote from personal experience: 
we have had cases where bus companies have come before 
us asking for san cahbiaene es They don't want the 
trouble of giving that service even though they are 
not losing actual money, and we have looked into it 
and decided there is a real necessity for it. That 
is not a burden on the company, and we would require 
the company to continue on an annual baci asaae 
we will examine it each year to see whether conditions 
have improved or worsened. 

Q. In those cases were there any other 
carriers that could have given service -- airlines, 
railways -- or was the bus company in a quasi 
monopolistic position? 

A. Well, usually those particular cases 
arise in small feeder lines in the rural districts 
where everyone has acquired an automobile, and the 
children want to go to and from school, and the service 
is a relic of previous days, before the automobiles. 
But we allow quite a few, but before doing so we will 
give notice to the municipalities and we will allow 
those municipalities to see the figures. We will 
allow them to make suggestions. We will say, "What 
would you do?" Probably in a bus company, which 
has not yet been associated with the same idea of 
size as a railway -- maybe the sympathy of the 
municipality is easier to obtain for the bus company. 

Q. I gee your point. 


A. It is true. 
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Q. In general it can be said that, in 
your opinion, an emperical test should be made as to 
whether the carrier who wishes to unburden himself 
of the service has a revenue base large enough to 
carry the service: this is a matter for judgment -- 
that is your attitude? 

A. Shall we take the case of an operator 
Who has only one line and he is operating on a barely 
marginal cost: he can't continue. 

Q. No. 

A. Whereas at least with part of the 
provincial transport we may say: "Continue. itvmal: 
not bothering you. You have the personnel and you 
are not losing money." 

Q. Well, in your judgment, they are 
strictly economic factors? 

A. Absolutely. 

Qe Why is it important to take into accounts, 
when dealing with rates, as you have suggested -- why 
is it important to take into account historical, legal 
and political reasons in the setting of rates if the 
test is entirely economics? 

Ae Historical, yes, because of grants. 

I mean because of agreements or grants made at the time. 

Q. Might I interrupt you there to get it 
in continuity on the record: if it can be proven 
that the grant has been discharged in full, does the 
grant have any further bearing in the field of 
economics? 


a. I would feel that that is a decision for 
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the persons --- 

Q. For whom ? 

A. For the people who are charged with 
that responsibility. 

Q. Yes? 

A. I would not want to give an answer on 
a hypothetical issue because I have not followed the 
proceedings. 

Q. No. Our discussion is entirely 
hypothetical. As I said to you at the beginning, 
we are trying to get on to some principles here. 

A. Weill, I would say if I were satisfied 
beyond question that the obligations had been 
satisfied I don't see how you could expect private 
industry to continue without some revision of the 
contract. 

Q. Right. So, we are still, you and I, 
on the economic test as the sole criterion as to 
what happens to a service or toa rate? 

A. Yew, 

Q. In other words, your submission there 
about the historical reasons which may enter into it 


has to be modified to the extent we have just 


covered? 

A. In my personal opinion. 

Qe Yes. Now, let's go into the other one 
that intrigued me -- political reasons. I wonder 


if you would be good mough to explain what you mean 
by political reasons that may enter into the 


determination of a freight rate? 
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A. I heave no comments on that. i feel 
in my position I am removed from politics. 

Q. You and I share that. Bury) 12 
reads well. 

Colonel Harold, we will leave this ticklish 
subject now. You have mentioned this morning -- 
and I think it vas in a discussion with Mr. Sinclair 
-- that you did not feel that the freight rate structure 
-- and I am not thinking of the railway rate structure 
as such -- the freight rate structure in the 
transportation industry -- you feel the freight 
rate structure should not be used as a means of 
giving economic assistance. I may have missed that, 
but I wonder if you would be good emough to tell 
us again, if you have already covered it, why you 
feel that wy? 

A. I am trying to orient my mind. in 
don't think I went so far as to say that freight 
rates should not be polintawned in giving economic 
asgistance. I think it is one factor provided 
the rates are compensatory, and which we say do 
not eliminate the possibility of competition by 
other transport media. 

Q. The compensatory factor in the 
competitive part of your answer “ental not be applicable 
if the assistance were by way of a subsidy which 
did not cost the carrier anything to lower his 
rates beyond what he considered a compensatory level? 

A. Personally I feel that if at all 


possible we should stay away from subsidies, but in a 
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country like this that is a matter for decision by 
government, and I certainly feel in most cases their 
decisions have been wise @ to the necessity for 
subsidies, but I am not too happy to see all the 
claims made by everybody for subsidies. 

Q. I know what you mean. You see, a 
am still not clarified in my: own mind why subsidies 
should not be dispensed through transportation, and 
that some other field such as, say, taxation should 
be used to distribute economic assistance where it 
maybe proven necessary? 

A. Well, one principle on transit rates 
is that, for instance, if a transit company does not 
take the depreciation which is normal in any year, 
when they come to ask us for an inerease in rates, 
we will not allow them to ask for the other to cover 
the depreciation which they have not taken, because 
we claim that tomorrow's user should not pay for 
the failure of obtaining the proper money from the 
user of yesterday. Now, applying that same principle, 
if you are going to take subsidies out of freight 
rates you are asking certain classes of population 
to pay those subisides instead of spreading them 
over on the taxation field. 

Q. It was a question of discriminating 
between tomorrow's user and today's user, or between 
two users of today? 

A. Yeas. 

Qe And you think this discrimination is 


more likely to occur if the government's largesse is 


isl vey 20° TAIT eM a et Jane SP 
Maris 
| = whet? abten feok Caer Soret x S30 t So ; “sad 


ys ai 


TO) “inseven ef? oF 2 oi ar we owe! evel aso) 
: Gila” 84 
any te ek of mitt oof Ten we FT ret vena 


( Val 


; Be tbtedee to? ybod grave sll shea omar 


eS 


(eae wot vtindm ieiy edie Moh Et oBet tA et 


= si 
7 


; > 
ARR er ee ei iti 
- = ‘ 
bf 
- 


iS 
\ 


be hy 


Sebi ede vitw fake awe yoo at betiteete ton tui) 


a 


= 
“i 


tons beso 


© 


bss ALIAS? ~.yee . es sore \Plet?. serttoe emo: bale 
UR a 7 


jane 
‘ 


/LMONO oS .epud edith oF Senw: 


% rh 
wah adi: ith abe ah 
Tykwansven evo ody am 
S . ; 1 elyton? me, ttm oy ORG ia 
/ + “se 
Y er atl wrt Me, , 
P . “a. Ty, ara payee toe ee : 
y 10h ey fe + ‘—) ih ait rx 4 Isat ba 


Se ais ' 


tei rem2og 82 Mec? pelt é hegre add ele 
fig t. G0 Mie OF ‘emeo werd leas. 
a, ' tol Mee vO? ett wpe ie ~ rw aa 

; ie mi 


Vor slot neti, engeb edt 


gh Diao welats. CP gepateting ae mtsio om 


wr of 


ey ev @ > 4 M i»! 4 Pig ae Ra t OG ¢ CA 


ul. edmeygted. aha ma ONey was se, nono. 


b. ; ae 


; a es sie Ne seh 


ANGUS, STONEHOUSE & CO. LTD. Harold, cr-ex. 20934 
TORONTO, ONTARIO (Ma nn ) 


distributed by transportation rather than by taxation? 

A. Well, I think that can be best 
answered by the fact that our rate structure is so 
irregular and unscientific. It is what the traffic 
can bear in most cases. 

Qe You think our tax structure is more 
scientific and regular? 

Re I haven't studied it as much, but I 
hope so. 

Q. I was going to ask you to give me an 
example of what may happen if you gave assistance 
£0 a region by way of the tax structure. Let us 
take this example, hypothetical as 2,228 there is 
a paper company in Chandler; there is also 4 paper 
company in La Tuque. If the economics of the 
region around Chandler are such that it is felt 
wise for the Province of Quebec or the government 
of Canada to do something by way of the tax structure 
for the paper company in Chandler, would you not 
put some inequity on the paper company at La Tuque? 

A. That may be true, but that would be 
government decision based on and carried out Wy 
taxation. 

Qe So that we have the same posibbility 
of inequity of treatment between various people 
in the tax structure as we hay have in the 
transportation rate structure: there is no 
difference, is there? 

A. Maybe we should put it the other way: 


by taxation we try to gain equality. 
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Q. And can you also put it this way, 
that sometimes by transportation we may try to 
gain equality? 

A. But then you are only charging one 
particular industry, or it may fall very unevenly 
on the population who are using that industry. 

Q. Coming back to the example of Chandler 
versus La Tuque, is there any difference in giving 
the tax concession to the paper company at Chandler 
versus giving it a transportation assistance in so 
far as the effect of that specific assistance 
Will be felt by the industry at La Tuque? 

A. When you speak of transportation 
relief, would that be a subsidy, or would it be a 
control of rates, and would it apply to only one 
transportation medium? | 

Q. Let us postulate it applies to all 
transportation media ad that it would resuit in 
a money saving to the company at Chandler which is 
as great as it would have had had it been given 
a tax concession and which then give’ it a definite 
advantage over the company at La Faque. What is 
the difference between doing what you are trying to 
do by way of taxes or by way of transportation? 

A. Well, I just don't see how you could 
do it. by transportation except @ a subsidy open 
to all transportation media. In that case the 
subsidy is paid to transport instead of paid out 


in the form of relief of taxation. 


-~-- Short recess. 
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THE CHAIRMAN: Order, please. 

COMMISSIONER MANN: Q. I think, Mr. 
Harold, when we last left that we were in LaTuque. I 
wonder whether we can come back to something you said 

| 
in answer to me a little earlier. You stated ‘the 
principle that tomorrow's users should not pay for 
today's users. When it comes to the extension of the 
transportation facility ate a virgin area for the 
sake of opening up that area , and it can be demonstrated 
that today's user cannot possibly pay for the service, 
how do you work this, bearing in mind wat you told us 
about the principle that should govern it? 

A. ‘That corfirms exactly my opinion, that 
it should be by taxation and not by rate charges. 

Q. Yes. So that, then, you «are 
actually departing from this principle of not making 
tomorrow's user pay by putting taxation on that may 
eventually, in a sense perhaps, be passed on to the 
tomorrow's user by way of the debt structure of the 
country, for instance? 

A. That is true, but I think that is 
done by government. They have the policies. They have 
the supreme power of taxation and should be and in 
fact are the only ones who should have the right to 
tax and distribute that money. 

Q. And they could do the same thing, 

I suppose, by giving a railway company enough money 
to build a line and absorb the cost of that into the 


general debt structure of the country, allowing then 
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the freight rates to be on a very low level? 

A. Or even exempting it from any control 
as to freight rates, but basing it entirely on ‘ return 
eventually through the government. Each case must be 
considered andt’ccontractual relations between the 
railway and the government. 

Q. So here again we have a case where 
the original area or what I conceive to be a rather 
rigid prineipie of not using transportation as a 
means of economic readjustment or adjustment becomes 
a matter of discretion: you can use transportation or 
other medias as you see fit. 

A, Well, I think I am being misunderstood 
a bit. when. I say that I do not think that we should 
use transportation charges if at all possible to avoid 
it; that we should use ~ttaxation. 

Q. Yes, I understand. Subject._to the 
discussion we have had earlier, I understand your 
view. 

Now, in your submission at page 131 of 
the English text in paragraph 542 you say that you 
disagree with the submissions made by the Canadian 
National to us for greater freedom in rates, and that 
you feel that public interest requires that the Board 
of Transport Commissiorers of Canada should retain the 
right to review rates. 

Well now, why should there be any concern, 
Colonel Harold, on ; the part of anyone with regard to 


freedom of rate making when those sectors of traffic, 
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whether it is competition -- let ine perhaps sharpen 
this question for you for the sake of better 
understanding. 

Competition, I suppose you find, sets the 
maximum for the rates which any one carrier can charge. 
You gave us an example earlier of highway carriers. 

One cannot possibly charge any more than the other 
because he would not get the traffic. 

Now, under those conditions, Colonel 
Harold, why would you not leave the railways free to 
set rates that are competitive? 

A. Well, I think the strongest reason 
is that an ovata deter who could delay necessity for 
a return on money, who could lose money over a few years, 
could eventually drive out the weaker media and then 
have the field to itself. In the meantime, for a 
temporary advantage industry is going to suffer very 
severely in the long run. 

Q. IL should have made myself clear when 
I asked the question. I was really at this moment 
talking about maximum rate control; I was coming in a 
minute to minimum rate control but perhaps I should do 
so now. 

Subject to the retention by the regulatory 
authorities of a over+riding right to ensure that no 
rate is non-compensatory or to put it more positively, 
that all rates are compensatory, why should there be 
any competitive rate sectors in maximum rate control? 


Why should not the railways agree to make rates in that 
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sector as they see fit? 

MR. FOURNIER: Sir, I do not think we 
have promoted any maximum rates. 

COMMISSIONER MANN: I beg your pardon? 

MR. FOURNIER: I do not think that the 
submission talks about any maximum rate system. 

COMMISSIONER MANN: No, Mr. Fournier, 

I understand that. I am trying to discuss with 
Colonel Harold, who is a very experienced administer 
of rates, the principle of rate making. He and I know 
what we are talking about when we talk about maximum 
rate control. 

MR, FOURNIER: I wonder if we should get 
out of the submission, unless the witness is taken as 
an expert on behalf of the Commission. 

COMMTSSIONER MANN: No, Mr. Fournier, 

I am talking about the flexibility of rate making which 
is dealt with in section 542 of your submission and I 
am wondering in what areas this flexibility should or 
should not apply. 

THE WITNESS: I feel that, on the other 
hand, for the protection of shippers there should still 
be control on the maximum because there could easily 
-- and I say this with no reflection of conspiracy -- 
there could easily be on the part of all carriers a 
tendency to increase rates beyond a reasonable basis 
to the detriment of shippers. 

Q. Right. This is a very important 


point before this Commission and that is why I was 


—— 


a en en oe 


a 


asw i udw a! sedd tes nots 


tit don ob I . &é6 LLU RO OH ae 


a 4 
- — wiles ade at bist i' 00 Ve eee onl sdk ‘ Ft 
1S eH .griten stea Yo ofdtoring oft .asdaxe. 


ry 4 ' 
. Pinetree oo 
i< 4 eft y tc 
ey 
J 
m . 
a oy fue ~ 
te Se whe ae 


" £m tS g4 es Pa 
i2neasay s baowed bat ind eesa7zons: 2 


EIMAOT 5M 


" ae 
moteye ocss mumtxems wie teuods mlied aokeeis 


“nTy 


1K SLAM AaMOLeEaTMMOD . 


@ 
; ‘ oe ree, : nf ay 
iw sersoat Sitvisy an =f ~dea? Oos7d ex ebiies 
0, aah ‘ 
8 


dS eae 


iviw ac jt seeing , obese tages edt - 
Gated “ay +0; TL @Aaed rx 
e . Lat 4 J 7 ke LECTED 
} xol}. eat Syoede sifolis 
: tc SPO gokteos at datiw 3 


phi h : eee). 
CLAS 86598 cecdw mt ga tvebaow Bi 


2 hee > 
s a 


lo, J58q sdt ceo yftase. BE 


enemas, to, sae or ao 


CO yuo. s Be ene sf a B 5 


Cale ie Shel 
wy fe 1 A i 


ANGUS, STONEHOUSE &CO.LTD. Harold 20940 
TORONTO, ONTARIO (Mann) 


hoping you could give us the assistance and you 
certainly are doing that, Colonel Harold. 

I want to cover one more subgct with 
you very briefly, and that is the question of what I 
think you have already touched on, of user charges 
levied against those who use public facilities. 

I wondered whether in principle you are 
of the opinion that user charges should be levied 
to the fullest extent possible? 

A, ol do not quite understand you. 

Q. Oh. Let us take the example, Colonel 
Harold, of, say, the airlines. The public purse provides 
certain hoaniicine for the airlines by way of navigationa 
aids and airports. Do you feel that it is, for the 
sake of equality of treatment of all carriers, necessary 
to recover the expense of providing such public 
facilities from the users thereof, namely the airlines 
in this case? 

A, Again, I think that is an international 
policy. My own personal opinion is that every effort 
should be made to recover that, or as much as possible, 
within the limits of national policy. 

COMMISSIONER MANN: Thank you, Colonel 
Harold. It was indeed a pleasure to have you before 
us and you have been very helpful indeed. 

THE CHAIRMAN: Well, thank you very much 
Colonel Harold. You have been very helpful and I think 
you have impressed the Commission as a very able and 


competent witness. 
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THE WITNESS: Well, I certainly appreciate 
those remarks, Mr. Chairman. 

MR. FOURNIER: Mr. Chairman, I must say 
that Colonel Harold has provided us from conversations 
I have had with him and exchange of correspondence, 
with very useful information in the drafting of this 
submission. And if it had not been there, the submissio 
would not have been what it is before you, sir. I want 
to extend to him expression of gratitude on behalf of 
the province of Quebec for having consented to come 
here. 

THE CHAIRMAN: Quebec is very fortunate 


to have such a man. 


RE-EXAMINATION BY MR, FOURNIER: 

Q. I should like to ask a question of 
Colonel Harold, and it is a very short one. 

Colonel Harold, Wemelsdiener Mann has 
asked you a question regarding the principle of rate 
making. I think his question was referring to paragraph 
498,and you were asked the following question if I 
do remember, that only the economic principles should 
apply in rate making and this was referring to 
Crowsnest Pass rates. You are aware, of course, of 
the historical part of the Crowsnest Pass Rates, sir, 
and the way in which those rates came about and also 
the Hi cannanmants between the government of Canada 


and the C.P.R. You also are aware of the reasons 
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the political reasons, which were Confederation reasons 
and the development of the country at the time. Do 

you think that these historical, legal reasons, which 
were made an agreement at the time and became law 
afterwards, and political reasons are still reasons 

to establish the rates? I mean that they should 

be taken into consideration in order to establish the 
rates or make the. rates? 

MR. SINCLAIR: I object to the witness 
answering the question put by counsel because first, 
the Crowsnest Pass rates have nothing to do with 
Confederation; and, secondly, some of the statements 
of history that he has put to the witness in my 
opinion are not in accordance with the facts. 

MR. FOURNIER: What are the facts? 

MR. SINCLAIR: The facts are that the 
Crowsnest Pass rates -- 

MR. CHAIRMAN: I think we have had a 
surfeitof evidence in that regard. 

MR. FOURNIER: I beg your pardon, sir? 

THE CHAIRMAN; We have had lots of 
evidence on that point, Mr. Fournier. 

MR. FOURNIER: All right, sir. 

I think that is all I wanted to ask 
you, sir. 

Now, I will call Mr. Dube to the stand. 


He will testify on the first part. 
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YVES DUBE, called. 


DIRECT EXAMINATION BY MR. FOURNIER: 

Qs Mr. Dube, would you kindly state 
your qualifications. 

A. Well, I was born in Mont Joli, Quebec 
in 1923, and went to school there until I was 13, until 
1936. 

In 1936, I entered the College at Rimouski 
where I studied until 19h and then I went to Laval 
University. 

Q. Which degree did you take at 
Rimouski? | 

A. My B.A. degree at Rimouski. Then, 

I went to Laval University where I studied science and 
engineering until 1948. Then, I went to the universit 
of Chicago where I studied post-graduate work in 
economics, Pe aieseie es I came back to Laval in 

1951, where I started teaching and I have been a 
professor there since then -- from 1951-1960. 

In 1951, during the summer, I worked 
with the provincial government, the Department of. 
Trade and Industry, and made a special study on the 
manufacturing industry in Quebec. 

In 1953, I worked the summer of 1953 
with the C.I.L. company in Montreal, the head office. 
In 1954, I was statistical advisor to the Tremblay 
Commission, and I did a special study for %uebec 


Union of Municipalities on financing of roads in 


nt camry L tensa sat mnkerd eléeel mi te 


j 
opt 


TION” Be ve uOrPAY a 


4 


bIvow edt. oo 


OF OL oF 


ew - 
Piyrr ry : 
VF Pa a» ithe €3 ay 


| of Jiow’ ZT tists Bos BROL fbn bes 


he tier 


El j Sey Z . 
mam ive , - etided. atid o * 
Dok sons Pe Lass > al wy rexvov ag Leva Od 


oe 


V Sal Te 3 5 & a ‘CO Ors ae LOD Pi Le imo o009 * 
; ' i '¥ ah 


Ven I bits: ipsed badiste TL srocie tee 
io a) “ - ‘7 - 


Sonta srenid s0%O" 
t Ay © we 
ae 


20 “SQod off . Jansmerrevyos Letoniventg ony 2 
fe ; | , 
hy is Sloaeqe & siem bros 
; Sah] i 
cd 4 oft f+ te ? « 
x i fg Of C& Woo 


OO C2a0 eicealat <a ey eA set af a) rns Uin gion 


‘ { ve é 
(elder? eggs o¢ aonivis solvulisga’ 
m 3 . 
oodes” a5% white Lake 
v ver Cts 


ANGUS, STONEHOUSE &co.tto. Dube, dir. 20944 
TORONTO, ONTARIO (Fournier) 


Quebec. 

In 1955-56 I was on the Gordon Commission. 
I did the study with my colleagues, Hawes and 
McQueen on Housing and Social Capital in Canada. 

I came back to Laval in 1956. In 1957, 
I was appointed assistant professor and chairman of the 
Department of Economics and I have been working since 
then in different jobs, but my main job has been the 
administrating of the Department of Economics. 

Q. And that is what you are doing, 
actually now? 

A. Yes, and I teach econometrics and 
welfare of economics and the theory of economic 


development. 


CROSS-EXAMINATION BY MR. COOPER: 


Q. Mr. Dube, a number of the points 
which I wish to discuss with you I find have already 
been covered by questions which have been directed 
to Mr. Harold in cross-examination. Therefore, I have 
not many questions to ask you, but there are some 
points still to which I would like to direct your 
attention and on which I would appreciate your views 
for the assistance of the Commission. 

I refer you, first, to page 21 of the 
submission of the province, paragraph 85. This 
paragraph reads: 


"Tooking to the future, we feel that 


the type of transportation policies which 
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would test serve Canada's national interest 

should be dynamic and flexible policies 

which take account of changing economic 
circumstances and technological 

progress. To formulate such enlightened 

transportation policies we need more 

research and planning in the transportatio 
field. We have elaborated these two 
points further when we speak of principles 

of transportation policy in section 6, 

paragraphs 251 and 252," 

I should like to ask you, Mr. Dube , 
whether you envisaged a special governmental body not 
now in existence being set up to do research and 
planning over the transportation field? 

A. Well, the answer is that I think more 
research in planning and transportation should be done 
by the transportation industry first. 

I think there should be more surveys done; 
more planning done there, but I think it would be 
very important that it is done within government 
departments. One very important point that is 
mentioned in the brief is that our northern development 
should be planned, and I think that as this development 
is based on the development of natural wsources and 
very often many resources, forestry and so on, that when 
we build a line it should serve as much as possible to 
develop all those resources. So, I think the primary 


responsibility in the planning would be the government 
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itself and also the transportation industry, and there 
should be cooperation between the two 
Q. Do you consider that there is not a 

proper measure of cooperation between the two. at the 
present time? 

| A. Well, I am afraid that there has not 
been very much research done in the provincial 
governments and Quebec has the intention of having 
more research now, and I think this should be 


followed by transportation companies. 
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Q. What you visualize then is an 
intensification of research and planning through 
existing agencies rather than the establishment of 
any new agency for such a purpose? 

A. vee, air. 

Q. When you are speaking here of the 
transportation field are you speaking of railways, 
the trucking industries, air, the whole transportation 
field or have you in mind any specific factor 
of the transportation field such as railways? 

A. I think we are speaking of all 
transportation medium. 

Q@. On page 41 you speak of wider 
geographic distribution of industry. In paragraph 
145 you gay: 

"It is essential for the 

continuing p#osperity of Quebec and 

to bring greater benefits to the 

people living in the various parts of 

the province to decentralize industry 

and to achieve wider geographic 

distribution of industrial activity." 

What positive parts, if any, do you 
consider that the transportation industry play in 
attaining that objective? 

A. Well, I think that one qd the things 
they could do is provide good transportation services. 
For instance, we have the Trans-Canada Highway 
program and more specifically fi think the roads to 


resources program. I think too, the aspect of 
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roaqd making can be very important in the determination 
of whether an industry is going to localize near the 
resource site or close to the urban market. 

I think some adjustment could be worked out if 

such a policy is followed. I am not commenting 

on the policy itself but just the implication of 

what the policy would be on transportation. 

Q. Let us take the railways for a 
moment: what positive part do you think they should 
play in attaining this objective 6 as stated in 
paragraph 145 on page 14? Should they take the 
initiative in this matter in some way and, if so, 
how? 

A. No, I think that is the government 
policy we have stated there and I think the railroads 
should help the government. 

Q. How are they going to furnish that 
help? The railways, I think, would say ordinarily 
that the government should help them and they not 
help the government. 

By Well, I said at the beginning of my 
submission what I understood the contribution was 
that they should make. 

Qe I did not get that. 

A. I said earlier at the beginning what 
I thought the various aspects of the transportation 
policy should in relation to this. 

Q. Well, do you consider that the 
railways should build lines into new areas where 


perhaps industry has gone in pursuance of the 
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decentralization plan and, if so, should these 
railways -- this has already been touched upon -- 
build such lines if the lines are not going to be 
remunerative? What are your views on that point? 

Ae I do not think the railroads should 
build lines if they are not going to be remunerative, 
In that case other arrangements could be worked out, 
perhaps with the trucking buginess. 

Qe You consider then as a g@neral 
principle in moving into new areas that railways 
should not move in if the traffic which is going to 
generate over that line is not going to be 
remunerative to the railwayag in the sense of 
returning the railways profit in the operation of 
that line? 

A. No, I do not think go. 

Qe At page 42, paragraph 147 you say: 

"We believe that we as a province 

and Canada as “ whole can develop 

sensible transportation policies forming 

an integral part of overall economic 

policy, if we develop a set of realistic 
principles and apply them to transportation 
problems in the light of changing 

economic circumstances." 

Now, I rather infer from that statement 
that at the moment we have not sensible transportation 
policies. I would like you to state briefly to 
the Commission, if you will, in what way you think 


our present transportation policies are not sensible. 
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A. Well, I think as far as the provincial- 
federal cooperation is concerned, what happens is 
that we have a transportation media that depends on 
the federal government in one case and another that 
seems to depend on the provincial Board of Transport; 
that is trucking. Other media may be not 
regulated. Airlines are controlled by the federal 
government and so on but I think the basic problem 
is that you have to integrate and coordinate these 
transportation areas to achieve transportation at 
minimum cost and best transportation posgible too. 

I think that this arises very often, the question af 
coordination arises where one “media of transportation 
is under federal jurisdiction and others are under 
provincial jurisdiction. And I think research 

has to be done so as to coordinate the business and 
have the government cooperate. 

Q. Your point is that we cannot have 
a sensible transportation policy today because one 
area is controlled by the federal government and 
one by the provincial government and different aspects 
of the transportation industry are subject to the 
control of different governments, is that correct? 

A. I am not saying the eilipies that 
are followed t day are not sensible but I am saying 
they could be better policies if there was more 
cooperation. 

Qe And your sentence there is, I take it, 
merely to point up that more cooperation is needed 


between government agencies? 


a ———— 


froaets yf to brecd latsatvesq edt oo Baregeh of 


of. ateguesd ‘torte , ben resd09 a os uaeeoon B 
10 titede) dei? othen agitetaogenet? 8 ered 


tert? verters Boe saso sno Hf. topienreveg Letet 


Be ae , " 
S,£450e2)) & 


Joo 


ty side Td 


sd car slhewms sadz0 
dd gd hetlortnoo ops Seakinta hota login | 
obeed ond Anhdt I dod no om bam ooanrowes | 


‘adcacennae svetdiog OF BROXS wot ted uoqenant | 4 


fi eoeq not eenweed Seed ite Seoo ee 
st %o eftee sno sionw epeine cokfentbuooa 


Matas I brid aottothatw) Istuatvougi® 


aj vebot yolfoq neivefroqsaasst eldisaes @ 
sttid bus toasmigevog Leftoaz 


ten’ al . ptesmmirsyog Saeesttth ge Logger 


-goRisgat ef Tees 
hf 


a 
entbacos baie 67 sugetnl o2 eved Noy add. ‘at “a 


7." 
Pine 


= an 
ee aad 


= @ 
a) 


‘ “ 


oft ethos yxav ceette ehdt ted? siete 


- = 


moa 


e'raci te “ws cattveohbetiwet f{stekbet  sebar @r7 


(ge 


stentbeoos of Ba of snob ed of ebh 
eireqooe tnetinvevoyg sat sven, 
feo ew tant et gdaftog . sox i® 
o“evon Iprobe? oft ef petiowtiaco st sate 
o td aay “Ga eno” 


‘& oe vrterbnl colstatinqaasst ort to 


} patyss tor ime 7 pt 


I tud ofdtaugee foo sxe veh. > Bewelies ed ea 
7 Tr e” 


sto) sonvetase slog Brak oP 


'tstsqeoco oTé6m Fenooaw  fatdgas 


Sen tongys SriSMOPLO YORE 


ANGUS, STONEHOUSE & CO.LTO. Dube, Cr-eX, 20951 
TORONTO, ONTARIO (Cooper ) 


A. Yes, I think that is what was intended. 

Q. And to this would you also aid "And 
also between government agencies on the one hand 
and the transportation industry on the other"? 

Now, on page 46, paragraph 172 you 
mention different modes of transportation and you 
state: 

"These various transportation 

modes must be made to fit together in 

such q way that each is used in the most 

economic manner.” 

We may have already dealt with this 
point but do I understand what you are saying there 
is related to the point we have already discussed, 
namely, that there should be greater cooperation 
between governments, government agencies and 
departments and also between governments on the one 
hand and the transportation industry on the other? 

A. Yes, that is right -- I think that 
is correct. 

Q. At page 46, paragraph 174 you refer 
to public utility and the national interest. The 
paragraph commences: 

"Transportation is not just a 
business. A lively developing 

economy must have transportation services 

of various kinds. The differing 

regions of the country must have the 
opportunity d@ developing their 


resources without artifical handicaps. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO (cooper ) 
1 
2 
3 The national interest; therefore, 
4 requires that all regions of the 
5 country have adequate transportation 
. services and that all industries, 
which use Canadian resources 
; sufficiently are enabled to grow 
8 and develop ina favourable 
9 economic climate." 
10 Now, you point out there, Mr. Dube, the 


11 fact that differing regions of the country have 
different interests. I think that is implicit 


12 

13 in the paragraph I have read. In view of that fact, 
is it possible to have a national policy apply 

14 , 
across the country in transportation or must such 

15 


@ policy be tempered severely to the needs of each 
16 particular region? 

17 A. I would say that we would like to 

18 have it tempered to the need of different regions 


because I think as long as regions have prospects 


19 
a of developing they should take every opportunity to 
develop. 
21 
Qe We have heard many times the phrase 
22 


"national transportation policy" and like phrases, 
23 but I would like to get your views as to whether 
24 a Commission such as this can possibly recommend 


25 steps which will apply to the country as a whole 


26 or whether, in your view, each section of the 
a country must be considered separately in arriving 

at any transportation policy and, perhaps, different 
i considerations applied to each section of the country. 
29 


30 
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A. Well, you are asking me of the 
possibility of‘having an overall plan, developed 
plan in the field of transportation? 

Qe I am, in effect, yes. 

A. At the national level? 

Qe. At the national level? 

Bs Well, I think we first have to have 
plans at the local level, I think at the provincial 
level, because I think the national resources controlled 
by provincial governments mostly, I think it would 
be better to start with the provincial governments on 
that. 

Q. You mean that as qa starting point 
in the formulation of any national transportation 
policy the interests of particular regions must be 
looked at. Is that what you are saying? 

A. Yes. 

Q. So, in any recommendations this 
Commission would see fit to make you would consider 
that they must be made with the fundamental objective 
of taking into account the specific requirements of 
individual and specific regions? 

A. Yes, I think go. 

Qe If that is done it hardly makes for 
a united country having acommon policy from one end 
to the other, does it? 

A. Well, I think what we said before, if 
there was more cooperation between the different 
governments of Canada and the transportation industry 


with government -- the transportation industry between 
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themselves, at least for the time being it would be 
sufficient. 

Q. Well, if I understand you correctly, 
Wht you gre saying is if you get the proper 
cooperation that you already have spoken of you can 
So adjust these individual areas or specific areas 
of the country or adjust the needs of them so you 
can emerge with a comprehensive national policy, is 
that right? 

A. On the condition that the scheme is 


baged on research and objective and not on politics. 
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Q. Yes, not on politics. I think the 
same idea occurs throughout your submission, and I 
was going to refer you to page 47, paragraph 177, 
Co-ordination and Integration, but that merely carries 
out the same idea which we have already discussed? 

A, .Thet is right. 

Q. I find that the other problems which 
I was going to mention to you as they occur to me have 
already been covered by what has been asked of Mr. 
Harold and what you Lave already said, and I have no 

| 


further questions. 


A, Thank you very much. 


CROSS-EXAMINATION BY MR. SMITH: 

" Mr. Dube, I have very few questions 
to ask you. At pages 39 to 41 of the submission of 
your province you discuss the policies of economic 
deve lopment? 

A, Yes, sir. 

Q. And as IT read these passages you 
point out that your province is at the present time 
actively engaged in encouraging further economic 
growth and diversification of industry? 

A, Yes, sir. 

Q. You then go on to outline on of 
the objectives which you feel must be taken to achieve 
that end? 

A, Yes, sir. 


Q. And among them are the establishment 
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of more heavy industry? 

A. Yes, sir. 

Q. More processing of raw materials 
within the province? 

A. Yes, sir. 

2, Phatiis fetent, is. 1 net? 

io Yes, sir. 

Q. And wider geographic distribution 
of industry? 

A, i. Yesiisin. 

Q. When you speak of wider distribution 
of industry I take it you would like to encourage in- 
dustry to establish in certain areas of the province 
where recent industrial epansion, or any industrial 
expansion, has not been as great as in other areas? 

A. Yes, sir. There has been a statement 
by the Minister of Trade and Industry to that effect, 
that especially we feel Montreal is getting a little 

big, and we should try to put more industry into the 
country, 

Q. Yes. Just to enlarge upon that 
topic, could you indicate some of the particular 
areas in the province where industrial expansion has 
been lacking? 

A, This is explained in chapter V where 
we talk about the economic geography of the province 
-- not in substantial detail, but you can get a good 
idea from that discussion. 


Q. Would that be parts of the northern 
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part of the province? 

A, Well, the Appalachian region and the 
Laurentian. 

Q. Chibaugamou? 

A. Well, that has been developing faster, 
but that is the southern part. 

Q. What Sivek the Gaspe Peninsula? 

A, Well, that is ae that has not been 
developing. 

| MR. FOUNIER: It has been. 

THE WITNESS: It has been, but not as 
fast as the others. | 

MR. SMITH: Q. I understand your thesis 
is that to improve the economy of the province it is 
necessary to encourage industry to establish in areas 
where economic growth has not been present; is that 
correct? 

A. Well, there has teen growth in other 
parts of the province. 

Q. But not to the same extent? 

A. Not all parts of the province are 
equally developed. There is a difference there. 

Q. Not to the same extent? 

AY. “That is. wight: 

Q. As I understand it, on page 13 you 
do not want the position of any of the inhabitants 
of any parts of your great province to be regarded as 

hewers of wooed and drawersof water to use the biblical. 
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A, Well, that is what the statement 
means, I think. 

Q. But, on the other hand, what you 
wish is that industrial activity should be encouraged 
particularly in those areas where it has peviously 
not shown the same rate of’ growth? 

ae Se object to you using the words 
"same rate of growth" because you could have a long 
xgument on that. 

Qa Yes. 

A. It is. important to emphasize the 
different regions may have different standards of 
living, and they may be still developing at the same 
rate. | 

Q. Perhaps you can tell this Commission 
what are some of the wasons for industrial ee 
in these areas not being as great as in the Montreal 
area to which you have referred? 

A. Here again I think there has been 
some growth but it is explained in chapter V of our 
submission that some wgions have not attained the 
same standard of living as other regions because they 
do not mae many natural resources, or they have 
very low productivity agriculturally. 

Q. May I suggest to you one of the most 
potent of these reasons is that some of these areas 
are far from large markets? 

A. Well, that is true, sir. 


Q. Is that one? 
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A. Gaspe would be one. 

Q. And also that the factor of 
transport costs may enter intd the question? 

Ay sem, Bar's 

Q. You agree? 

Ke hee s ars 

Q. And as I understand it, insofar 
as transportation is coneerned, we will say, to 
encourage expansion in the Gaspe Peninsula, there are 
two factors which have to be overcome: one is the long 
haul from sources of production to the market; and the. 
second, the rate of transport assumes major significance, 
and that these Podetes must be overceme in some manner? 

he” “268, Sir. 

Q. Is that what you suggest? 

A. We are not siggesting this -- we 
have not mentioned rates in that connection. 

Q. May I ask you this question, Mr. 

Dube: what steps does awee province propose to take 

to overcome insofar as possible the problem of distance 
and the problem of high transpart costs in encouraging 
industry to establish in areas such as the Gaspe 
Peninsula? 

A. Well, I suppose any steps could be 
taken. The Minister of Lands and Forests just 
announced a new scheme for developing the Gaspe 
Peninsula -- the forest industry there -- which I think 
is a $75 million scheme. You could also do a great deal 


to have a better service between the southshorerand the 
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northshore so as to link the lower standard of living 
of the southshore people with that of the northshore 
people and provide them with a market. I think the big 
thing is to have decentralization of industry. If we 
could spread industry out a little more Schwa the 
province this would help the lower St. Lawrence region. 
What has been lacking is transport, which I think is 
a big market, and I think everything we can do -- and 
also resources. I think everything we could do to 
develop these resources and organize a better 
transportation system for the wider eepiett -- I think 
it would be a good solution. 

Q. ‘You say organizing transportation —- 
I did not quite get that. 

A. Transportation with the northshore 
and the southshore, 

Q. Do you envisage as one of the methods 
a direct subsidization of industry? | 

A. Well, I for one am not very much 
in favour of direct subsidies to industry. I think it 
is better for a tariff, and some people think today 
if there is really a large scale industry, like a steel 
industry, maybe you could organize it around the steel 
industry -- some development of that -- it may be a 
sufficient reason to subsidize it, but in any other 
case I would not subsidize it. 

Q. Are you for or eebivnt subsidy as 
a principle? 


A. As a principle, yes. 
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Q. You are in favour of it? 

A. As a@ principle -- for myself, I am 
against it. 

Q. But as a principle you are against it? 

A, Yes. I think we could do a great deal 
better if we were to organize our industry around our 
natural resources where we have competitive advantage 
and not waste money on subsidies. 

Q. But are you speaking for yourself, 
or is that the position your government is taking? 

A. I am speaking for myself. 

Q. What is the position your government 
takes in that regard? 

A. I do not think they have announced 
any position in that regard. 

Q. May I put it-to you this way: to 
encourage industry to establish in the Gaspe Peninsula 
do you fel pater is necessary or a system of some 
kind -- government assistance of some kind? 

THE CHAIRMAN: Call it what you will. 

MR. SMITH: Q. Call it what you will. 

A. Well, I think here again a great deal 
can be done by doing other things first, and then I 
think that the Gaspe Region suffers maybe from lack of 
markets and long distance to markets, and they suffer 
also from lack of resources, and I think one of the 
important things is hydro-electricity. I think this 
region has been lacking in hydro-electricity, and I 


telieve if there were more hydro-electricity it would 
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have a better chance. 

Q. Assuming you have a product in one 
of these undeveloped areas which you cannot get into 
a market due to high transportation costs: for the 
tenefit of the people in that area does your government 
subscribe to the theory there should be government 
assistance in order ce enable these products to get 
into the common market? 

A. Well, sir, I am not the government 
and I do not think the government has announced a policy 
on this. 

Q. No policy? 

A. ‘They have not announced a policy. 

Q. No policy at all. But your own persona 
views as a professor, you are against eid bead ches is that 
the position? 

‘te In general, sir. 

Q@. Are there any qualifications to your 
views as to whether subsidies are necessary or desirable? 

A. There is the usual argument for 
subsidies of industry. When you have an infant industry, 
the chances of growing by subsidy could be justified 
there, but -=-=- 

Q. in other words, what you say is in 
order to encourage a new industry to be established 
government assistance may be required, and you subscribe 
to the theory that is a good thing? 

A. Well, I subscribe to it as an exception, 


if the industry has a chance of growing. What I would 
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2 be against is to have a permanent subsidy, and what 

3 is hard to decide there is, once the subsidy is 

4 instituted, whether it should be for five years or 

5 twenty-five years. 

6 COMMISS IONER ANS COMB: Once it is on it 
7 is never taken off. 

8 MR. SMITH: Q. May I put a concluding 

9 question on this point: does your government have any 
10 objection to government assistance for providing or 
11 creating a climate, we will say, which will encourage 
12 industrial activity in any area where industrial 

13 activity has previously been lacking, or substantially 
14 lacking? | | | 

15 A. I just gave one example of the 

16 Gaspe Peninsula and I mentioned three things the 

17 government of Quebec is trying to do there, and they 
18 have not tackled the problem of industrialization 

19 directly, but maybe it will come to this region with 


20 that, and I do not believe there would be a large 


3) scale industry in that region because the market is 
22 too small, and it is too far away from the main market. 
23 Q. Do you realize that in order to get 


24 goods into a market the transportation costs or the 


25 freight rate is one of the most important considerations}. 
26 A. It is a very important consideration, ' 
27 sir. 

28 Q. And in order to get the products into 

29 the market are you prepared to recommend that there be 


30 assistance of some sort forthat purpose? 
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A. What do you mean? Do you mean a 
subsidy to transportation? 

Q. Subsidy to transportation or subsidy 
of some kind -- government assistance of some kind? Or 
are you against government assistance at all as a vicious 
principle? 

MR. FOURNIER: You mean the witness or 
the government? 

MR. SMITH: Well, I do doit understand 
this dual capacity. He is here submitting a case, and 
if this were an action in law he would come here to 
present the case to this Commission. I do not see that 
he is entitled a ie two opinions. He either has 
an opinion which he is representing here of the 
government -- I think his own opinion is not of very 
great assistance to the Commission? 

THE WITNESS: Well, the government has 
not announced a policy on this. 

COMMISSIONER BALCH: Give the government 
a chance. They have not been in long enough. 

MR. FOURNIER: It has announced plenty 
of policies. 

MR. SMITH: There has been a government 
there for many years, though, I understand -- since 
Confederation. 

COMMISSIONER GOBEIL: * Are you moving on 
to another subject, now, Mr. Smith? 

MR. SMITH: Yes. 


COMMISSIONER GOBEIL: Could I ask a 
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question to clear this subsidy matter. The way I 
understand you, would it be summing up your idea 
rightly by saying that as a general principle you are 
against aise and that if subsidy has to be given 
it is to be only, as you say, as an incentive and not 
as a thing which should last fone 

THE WITNESS: I have been talking about 
subsidies to industry -- manufacturing industries. 

I have been excluding the transportation industry from 
this because the transportation reais is a specific 
problem. I mean the private sector af the economy -- 
the private business -- and I am afraid I cannot 
subscribe in senaras to the subsidization of that, and 
I think there is one good argument for it and that 

is in the case of infant industry, but the subsidy 
then will have to be terminated at some time if it 

is going to serve this purpose. 

COMMISSIONER GOBEIL: Nothing permanent? 

THE WITNESS: Nothing permanent. 

MR. FOURNIER: I should like to know if 
this is a wrsonal opinion or the opinion of the 
government of Quebec? 

THE WLINESS: Well, that is a personal 
opinion. 

COMMISSIONER GOBEIL: Well, the government! 
opinion is what is written there. 

THE WITNESS: I said on a similar question 
that the government had not announced a policy on 


subsidization of industry. 
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MR. SMITH: Q. Well, we will leave that 
now, Mr. Dube. May I ask you if you are familiar with 
the topic which is discussed at pages 127 and 129 
of your brief -- that is, the recommendation that 
further energetic steps be taken to facilitate and 
expand winter navigation on the St. Lawrence River? Can 
I ask you questions relating to that matter? 

A. I do not know whether I am supposed 
to answer on that part. 

MR. FOURNIER: You are the one who knows 
if you are familiar with it. 

THE WITNESS: Well, I am familiar with 
the winter navigation. 

MR. SMITH: @Q@. Can you tell this 
Commission what measures are necessary to make winter 
navigation on the St. Lawrence River successful? 

A. I think you have to eee the channel 
open? 

Q. What does that entail? 

A. Well, it entails the timely presence 
of government ice-breakers,. 

Q. How many? 

A. I do not know; I am not an expert 
on that specific aspect. 

Q. Have you any ideas of the cost of 
maintaining that service? 

A. No, sir. Counsel says $1,500 a day 
per ice-breaker. 


MR. SMITH: Q. Would in your view, with 
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your rather limited knowledge, the cost be substantial? 

A. Oh, yes sir. 

Q. How many ice-breakers would be 
required? 

A, Well, the only thing I know about 
this is that winter navigation has been going on in 
Quebec for two or three years and they have been 
successful up until now a I do not know how economic 
it has been, but it has been physically successful. 

If you want to ask me about the economics of the 
undertaking I am not ina position to answer this. 

Q@. Would you consider this something 
in the nature of a subsidy? 

A. If I would consider this in the 
nature of a subsidy -- well, it depends on how you 
look at the subsidy spe anon I think if you have ice- 
breakers they have to he used for clearing a channel, 
and I think you are doing a very useful operation. 

You could charge the time by the hour and I think 
that would be -- I will not consider that as a subsidy. 
It depends upon the alternative which is open. 

Q. As I understand it from your 
submission, the justification for this expenditure 
on which you cannot tell us the limits in amount, 
but which would be at least quite substantial, would 
be to provide more jobs and income for those 
servicing the ports in your province, and also to 
reduce what you call the dead season? 


A. Yes, sir. Well, the winter 
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navigation scheme has been advocated in Quebec city, 
because we have a big seasonal unemployment problem, 
the same as in the jet Genie and in the Gaspe area. 
Whatever one city does to improve its position in 
this respect, I do not think I can object to. 

Q. You do not consider it in the nature 
of a subsidy for an artificial stimulation of this 
kind? 

A. No, sir. 

Q@. You do not consider it a subsidy? 

A. No, sir. 

Q. You know there are two rather good 
ports on the Aeeneis Seaboard, namely, Ste John and 
Halifax which are open all the year round? 

A. es, BAP, 

Q. And they do not require any ice- 
breaker assistance at any time? 

A. Heo, sir. 

Q. Would you agree that these two 
Atlantic ports would be justified in asking expenditures 
of the substantial nature you indicate to keep the 
St. Lawrence open. in the winter time, to encourage 
more traffic from Halifax to St. John during the 
summer months? 

A. Would you repeat that last part? 

Q. LI put it to you that you are asking 
this Commission to wcommend that large expenditures 
be made to reduce the dead season of the St. Lawrence 


and to provide more jobs and income for those servicing 
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the ports of Quebec in the winter time, and I am asking 
you if it would be fair and reasonable for the ports 
of Halifax and St. John to ask for a somewhat similar 
contribution by the government to provide for mae 
service for the Atlantic ports of Halifax and St. 
John in the summer time when they have to meet the 


competition of the St. Lawrence River? 
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A. Well, sir, there are other aspects 
to this problem outside of the icebreaker problem. 
You have to consider the whole problem on its 
merits. 

Q. Well, have you -- 

A. And you have to count out the cost 
and I have nothing to say against Saint John or Halifax 
on this, but what IL nant to say is that they should 
do it and see how the competition will organize 
itself. 

Qe In other words that you permit the 
government; you ask this Commission to recommend to 
the government that they spend unestimated and unknown 
sums to keep the St. Lawrence Seaway in the winter 
time? Is that what you say -- just because it 
would make some jobs for people in the St. Lawrence 
ports? 

A. Well, sir it is what I said -- maybe 
we will be getting some advantage of ice breakers: 
maybe we can prove this can be economical in the long 
run. If you consider Halifax and Saint John, 
you do not get ice breakers. You may be getting 
something else, further from markets. tf in the 
end, you consider the whole situation, maybe it 
could be an economic proposition to navigate from 
Quebec, but as it is now -- 

Q. Are you making a specific recommendation, 
may I ask, in this re gard, or -- ? 

A. Well, sir, I can only say what is in 
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the brief about wintet navigation, and, no, there is 
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no specific recommendation on this. 


Qe Weil, I woulén't think there would be 


‘a specific recommendstion, when you do not know how 


much it is going to. cost, and you have not any studies | 


* 


that you have subr&tted to this Commission? 
4a, sir, the recommendation is 


A. As it 
the following: 
"That the federal government proceed 
energetically with its policy of 
ensouraging winter navigation on the 


St. Lawrence." 


CROSS-EXAMINATION BY MR, CARTER: 


Q. I have one point, Mr, Chairman. 
ae EF understand it, Mr. Dube, it is your 

position and Quebec's vp osition, I take it, that in 
working out @ transportation policy ideally a 
political consideration should be ruled out of the 
picture? 

A. Well, yes, as much as possible. 

Q. My learned friend Mr. Cooper asked 
you certsin questions having to do with he development 


ce 


of what he termed, I believe, 4a national plan for 
transportation? 

A. Yes, gir. 

Qe As I had it noted, you suggested that 
it would.be better to start at the provincial level, 
This was your evidence, I think? 

A, ae, Bis 4 


Qe Am I to understand, however ,that it is 


the policy of your province that as an ultimate goal 
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it agrees that a national policy for transportation 
should be worked out? 

Ae Well, I think that a national plan, 
if it is done by our provincial government and 
federal government at the same time will result ina 
national policy which would be more consistent than 
it is today. 

Q. But, in working it out -- whatever 
the details may be -- just looking at it in general 
for the moment, as I understand you Quebec's position 
is that this sort of thing should start at the 
provincial level. THis "is 86; 18 177 

A. That is what we think. 

Qe Again, as an ultimate goal, the working 
out of an overall national plan? is this the 
province's position, that this is the ultimate goal? 

A. Well, there is no mention in the 
brief, sir, of qa specific pian. There is the 
idea of’ planning which is there, but we have not 
mentioned anything at a11 about a national plan. 

Q. Yes. Well, is it ees on the other 
hand ,the province's position that plans in the field 
of transportation, no matter what the particular 
medium of transportation may be should be worked 
out solely at a provincial level? 

kh. "ORs no, sir. 

Q. Well I had in mind in asking you the 
question, Mr. Dube, paragraph 245 of the Province's 
submission. I asked Colonel Harold a question 


yesterday dealing with this, and as I understood 
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him he suggested this was outside of his particular 
competence, 

Now, that paragraph 245 deals, does it not, 
with integration and coordination of transportation 
policies? 

A. Yea, Sir. 

Q. And the paragraph has reference to ail 
media of transportation, does it not? 

A. Yer, Air. 

Q. And it ends up saying: 

"There is need for the formulation 

of broadly integrated transportation 

policies, properly coordinated in their 

application to the various sectors of the 
transportation industry and the different 
regions of Canada". 

Now, am I to understand that Quebec's 
position is that in formulating these broad and 
integrated policies that this is not only to start 
at the provincial level, mt is to continue and remain 
at that level? 

A. Weld, 0 think tt d¢ gec] paid air.) 2 
said that Quebec -- the provincial government must 
take the responsibility in that, and the federal 
government will take the responsibility in it as much 
as it has authority on certain media of 
transportation, and also that there should be more 
cooperation hetween the different qguthorities. But I 
put them on the same level, I think that we should 


start from this problem here and it should present 
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itself first in the provincial government. 

Q. But ideally, and ruling out political 
considerations. for the moment, would it not be 
desirable to have, in order to achieve broadly 
integrated transportation policies relating to all 
media of transportation, would it not be desirable 
to have an overall federal authority planning and 
formulating these policies rather than having their 
formulation fragmented among a group of provinces? 

A. It 1s not the policy of the Province 
of Quebec for the time being to have such an overall 
authority. 

Q. What objection does the Province of 
Quebec see to such an overall authority? 

A. Well, the objection -- I suppose the 
objection we have is that, again, the problem of 
jurladiction. But I am not competent to answer such 
questions, 

Q. Let us leave that to one side and 
restrict ourselves to areas where there is perhaps 
no question as to jurisdiction; provincial truck 
transport, rail and air transport, where there is no 
problem, in any event, as far a8 jurisdiction is 
concerned. What objection, may I ask, does 
Quebec see in the proposal for an overall transportation 
authority to formulate these desirable policies that 
your province speaks of? 

A. I do not think Quebec will have anything 
tc say against the federal government coordinating 


in the field of transportation over which it has 
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jurisdiction. 


Q. Including interprovincial transport? 
A. Well, there is a problem there which 
I am not sure about: the jurisdiction. 


MR. CARTER: That is ail, Mr. Chairman. 


BY COMMISSIONER BALCH: 

Q. I would like that more clarified, if 
you could, Mr. Dube. How is it possible to have 
a national transportation policy and have it split 
amongst various provinces? Do you think it is 
possible? 

A. It could result into a national 
transportation policy, and I think the province in 
planning should take into ascount the national 
interest and try to coordinate their action with the 
other provinces under the federal government, but I 
think there is nothing mentioned in the brief about 
the authority and I do not think the province has 


considered it. 
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1 

2 

3 Q. What I am trying to vider up is what 
4 you have in your mind for a national transportation 
: policy. We have been interested in that for a 

good many years. What kind of a national 
i transportation policy would it be? Would the 
7 


federal government have the majority control? Would 
8/ the laws be made by the federal government to govern 

9| transportation af various groups? 

10 A. I can only say what I said before that 
11 every jurisdiction should operate within its limit 


and supervise the immediate transportation over which 


a it has jurisdiction. There are gome problems which 
- present themselves, for instance, our northern 

4 development where I think that is really a place 

AS where the railroad has Paaethine 6 do. I think that 


16| the province should work with the railroad and even 
17|| with the federal government but I think it should be 
18 | on a cooperative basig, not nationally at. all. 


Qe In the atmosphere that exists at the 


19 

present time amongst the provinces -- I think we have 
20 

found it across the country -- do you think it is 
21 


possible that a national transportation policy may 
s. be set up with jurisdiction split between the federal 
23|| and provincial authorities? 
24 A. Well, you mean -- with the aid of a 


95|| federal-pyovincial conference on transportation, is 


26 that what you mean? You could have a biueprint of 
. what will happen. 

Q. You will have an authority set up in 
28 


each povince to meet with the federal government, is 
29 
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that your idea or do you think that is the idea behind 
= hh Would there be a separate authority in all 
the provinces, a transportation authority? 

A Well, I do not think we have considered 
the problem of provincial authority but when we 
wrote that we thought it would be done by the Minister 
of Transport or the government itself within its 
different departments. 

Q. You mean the federal government? 

A. No, the provincial government. 

MR. McDONALD: Mr. Chairman, I have no 
Buenti Gas but I wish to extend my congratulations to 
the representatives of the Province of Quebec who 
have been with us here for the excellent job they have 


done. We are very interested in their views. 


CROSS-EXAMINATION BY MR. SINCLAIR: 

Q. Mr. Dube, in the presentation of 
the Province of Quebec reference was made to the 
fact that it was their view that there should be 
in transportation administration at all its levels, 
more people with French origin, we will say, whose 
native language is French. You recall that part 
of the brief? 

A. Yes. 

Q. I was going to ask you whether in view 
of your connection with education Laval and the 
University of Montreal have established courses to 
develop specialists in transportation economics and 


a 
transportation costing (gn eae analysis with 
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particular relationship to transportation. 

A. We have not yet established courses 
in transportation economics but we plan to do so when 
we can which may be in four or five years time. 
Fortunately we have Mr. Harold who is our specialist 
in transportation. 

COMMISSIONER GOBEIL: To complete that, 

I am told that they are waiting for a Canadian Pacific 
grant. 

MR, SINCLAIR: Q: Well, Mr. Chairman, maybe 
the grant we could give wuld be to assist them in 
preparation of data and assist them in providing 
a source for their graduates to work after they get 
through. That ig quite a grant in itself, I suggest. 

Now, Mr. Dube, a number of questions have 
been put to you concerning what you would look upon 
as a national transportation policy. Now, I suggest 
to you that if I understand your brief correctly and 
if this is not right then you will please let me 
know, but if you turn to page 66 and paragraph 247 
you have there enunciated the national transportation 
policy as it is viewed by the Province of Quebec 
in the first sentence: 

"Transportation policies, to serve 

Canada's long term interest should heed 

the laws of eeehcartes the supply of and 

demand for transportation gervice, 

cost and priée of transportation service, 

investment in transportation and a 


reasonable return thereon, etc." 
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Now, I have looked at the French version 
and I think it is very close to that except the 
word “etc." is not in there and I think perhaps 
that might be qa mistype. Is that what you had 
in mind as the basis of the rmtional transportation 
policy in the views of the Province qd Quebec? 

A. Well, I suppose we have written it 
there so that is what we have in mind. 

Qe Now, one of my friends has been asking 
you a number of questions saomt the effect of 
transportation as a matter of getting produce into 
markets and as an economist I think we can agree that 
while transportation cost is one factor in . many 
ingtances there are factors which are of far greater 
overriding importance than the transportation cost 

A. Yes, gir. 

Q. And indeed, notwithstanding distance 
in Canada and the transportation cost associated with 
distance, Canada has prospered throughout its 
breadth to a remarkable degree. 

A. Yes,. gir. 

Q. And economic facts are clearly available 
to demonstrate this? | 

Ae Yes sir, I think we have some 
statistics. 

Q- In paragraph 53 at page 14 the question 
of distance and transportation is synthesized, I 
Suggest to you in this way: 

"The fact of the matter is that, 


long distances notwithstanding, rapid 
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growth of the Canadian market and 

expansion of secondary industries 

have increased materially the demand 

for foodstuffs and industrial raw 

materials, and increasing quantities 

of such products have moved from the 

western and eastern provinces to 

central Canada. Hence, distance’ 

notwithstanding, and in part because 

of increased efficiency in the 

tramportation syatem, the exchange of 

goods and services between the different 
regions of Canada has increased 
materially, to the benefit of all 
provinces of Canada." 

A. Yea, sir. 

Q. Eon, just one final point and that 
is thie: from your study and your knowledge of 
Canada would you agree that railway transportation 
is not a declining industry in Canada? 

A. Well, that is what we have been trying 
to prove in this section. 

Q. I recognize that. You as a Canadian 
and close to the Canadian scene are not one of those 
who look upon the railway industry as decadent 
or in decline? 

A. No, sir, I think we -have more 
development to come in the field of railroad 
transportation in Canada and in the Province of 


Quebec. 
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Q: And in other parts of the country 
that you have studied as well? 

Ae 26s. 

MR, SINCLAIR: Thank you very much, 

BY COMMISSIONER GOBEIL: 

Q. Mr. Dube, at the beginning of the 
submission of the Province of Quebec you relate the 
basic principle. In your paragraph 10 on page 3 
you emphasize the fact that various transportation 
media must-have equal opportunity. Mr. Harold 
this morning was mentioning in crogs-examination ly 
Mr. Sinclair, I believe, that he believed in 
equal responsibilities and equal privilege. Do you 
think the railways have equal opportunities compared 
with the truck when they have to build their own 
‘railroad and the trucks pay only part of the truck 
road on which they travel? 

A. Well, the question was put to Mr. 
Harold yesterday and I think his answer was that 
it was rather difficult to decide whether trucks 
paid for enough of the roadbed or whether they paid 
too much. I think I will give the same answer as 
Mr. Harold. It has to be decided whether there 
is a subsidy by way of road construction. 

Q. From your experience would you say 
the trucks are not paying 100 per cent of the road? 

es Well, it has not been proved they are 
not paying the full costs of the road. 

Q.-, Assuming they are not, do you think the 


railways should be put on the same basis? 
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A. Well, that is a hypothetical question 
and I would rather not answer it. 

Q. Bt) page 9, paragraph 31, you speak of 
the Canadian écttond as being like a chain whose total 
strength is affected greatly by the strength of its 
weakest line and that all provinces of Canada have a 
vital interest to see that all sectors of Canada participate 
in the economic development of the country, Would you 
think that they take this into consideration, that if 
the Maritimes Freight Rates Act is going to level the 
economy of the Maritimes that the country would benefit 
as referred in that paragraph, that it is justification 
enough to keep it the way it is or even increase. 

A. Well, the Maritimes Freight Rate Act was 
discussed in the brief and I think it was discussed . 
with Mr. Harold and the problems were mentioned in 
the subsidies to transportation versus general tax 
concession. I think the discussion is complete enough 
but«I should say that I think we should have strong 
regions in Canada; if we want to have a prosperous Canada 
all regions should be strong and have the highest level 
of living. 

| Q. Most of the questions were answered 
by Mr. Harold except the last one which was aiso asked 
by Mr. Cooper and Mr. Carter and this is on paragraph 
238. In the last sentence you sgh: 

"There is nothing in the transportation 

problems facing the Province of Quebec that 

a well planned and properly coordinated 

program of transportation development 

and adequate policies pursued by the 

provincial and federal governments 


and the transportation industry itself 


: he a ee aia 
v : x ‘ A pis ‘a p 
ry } 


| netvwcnp feoptdatomedt + ue. ‘tent ew 
hah 


Fa 
aaf noida: ae seston A WO! ae t 


ae 


‘ 


a od 


: bane 


rieoety het cote at a 


4 “4 : le ,  S Th 
7 f “~ a? n ke “ 2 oe 
F S¥ais al sf o ‘ aud Pn tee! © ae | BY oe wa bn aa) 


: ty m 
yA Mi ay 7 
pu 


REDS of peep ‘ef 5 3 2 et moe eegts Be Bs VE ext A one PS hh (> tnoados ait be ” 
ar Ke By) 
. ‘ * r er ae a 
: a a2 } «ii ie, : Oren L Sara “aT f 5 ey Oo Oa <s ¥ or 3 Feet 


A : rye a 
Af ‘“ovad brvew exutaodo ed? tea? sears te ony to emon0 98 
A : ’ af y ; ae ¥ 

: 4 } Y : ‘ OU es B Wy 

, 


Bo Scare Sieut af 2 ted? wigekpeteg Tea? at per olor ‘Be 


A ; | 


. ; i | 
ty Bs ‘4 , 
i 7 > hi in ie 7" bail wily as a ee = : 
y es egeetor! oeave tO 82 FL. ew OY Fl Ween OF iguome 
; ' bash iy aie A . ’ , hi an 
| | ir 
i 
¢ 


y 
7 Babee ty oy ny ft | kes dstt TC Yee Delite els wf beegvos 
i q ’ 
j : ‘ ms ‘ Ni , : ee 
7 ns ; P i Aa 
i on r : . AP | ™ . i, ‘sear oil vi ” 
HT, 2) ORS SO) eS ae ff Bd a a | any, Die Blote . ah ov 


4 os : Ti Wie a ae 
i ‘ 
- a 
7 k i ad » ~ 7. a a, 
fie i ‘ fii J cM WE ef Ofle lS? I 
uy , ’ - i" ns Z - 
. ’ a ho t mh ot aw 7 i | 4 hes, wo fy mo ‘ . 
. Ley ET EAS LS Fe. Se eae he ae @w al 2. eRe A. Sie +aee 
‘ 1 
> 
{ pt ‘4 ul on + ne 
; . f g bY MOET BB. DLA BAO! 7 


eo My of ano gea, 2 f \ 
} : : WR bt ot ¢ » ea | » * 
{ ‘ f )a 
i ‘ake on 1 ral a et VA ar A he aay { she e | 4 : 
7 . he ae he Lo. A LW wo ‘eee | Ria ae “v rid eS ia ot ABEL .u fi 
ati 


Here 35 EO ; ch. obese. Ware ee LS 4 SD tue yearns .) ae: 
J jen voy gonetiee tael sid al 
‘tadsontcett off oh sekehon et  evedtt” 
eul lea .eomkrost etd goles? saetaetg: ein) 
; . a eee ne . 
tevectbidoo yl eageny tae becie [fq Jiew a- | 
tnengoleved fo ties 19geceTti 1 merg0%y 
ed} es Baven.g sekotian af amp be. 

490 poctayvoR of seebe? | " petss bet uty 


theptt waresdalt nottedtes 


Mena 


ANGUS, STONEHOUSE © CO. LTD. ot be rine - 20983 
i cali .. (Goheit) 1 


will not alleviate." 

When Mr. Carter referred you to the planning 
board which would centralize all those various 
agencies for better coordination I wderstand that 
you indicated that whichever government or agency 
has authority will have to apply it and such being 
the case that you do not see the use of having such 
a big regulatory board and that the Province of 
Quebec prabakiy siti not go along with it. 

A. Well, we have not considered such an 
authority. 

Q. I understand your point of view but 
do you think that the Province of Quebec will think 
that there will be an interesting area of advantage 
obtained from some kind of planning organization which 
would be advisory? 

A. You mean just an advisory council ‘er 
something of that sort? 

Q. Yes, of all the transportation agencies 
whether industrial or governmental? 

A. I think this would follow from the 
idea of the cooperation. This would be one way of 
inatithting more cooperation between different 
governments. 

Q. But there is nothing said in the 
submission of the province about that? 

A. There is nothing sgaid about it. 

Q. Do-.you know enough of the government's 
policy to say if such a ‘Board, which would be only 


advisory, would be @ welcome thing? 
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A. No sir, I do not know enough about it. 
COMMISSIONER GOBEIL: Thank you, that is 
ail, | 
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BY COMMISSIONER MANN: 


Q. How would you bring about this 
coordination? Here you have, let us say, ten 
regulatory authorities -- let us assume that one 
example. Then, you have your transport board and 
Board of Transport Commissioners and so on, and 
all eee Sari agencies. Do you just wish they 
could get together and hope they could get together, 
or can you suggest something as to how they could 
get together? 

A. I think that is not only the problem 
of the agencies. It is more complicated if you 
introduce the government departments in there. 

Q. Let us add them into the pot, and 
let us also for good measure put the railways and the 
trucking industry and the inland carriers in the 
game situation. How would you evolve 4 
mechanism that would make the pieces fit together 
and coordinate them? , 

A. I think this is getting into specifics. 
We have just expressed a wish that there be more 
cooperation. We noaitecnat may be difficult. We 
hope there would be more cooperation, 

Q. But if somebody with a gigantic mind 
evolved 4 procedure to bring this about, you would be 
quite happy? | 

“A. There could be more limited cooperation 
between the provincial transportation boards -- 
cooperation ona lfmited basis. I think this could 


be easily organized. 
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Q. In location theory, transportation 
costs, I suppose ,are the determinant of location? 

As “Yea, they may be a factor in 
centralization or decentralization as the case may be. 

Q. But they are not the only factor in 
location, or they are not the only determinant of 
location. There are others such as availability of 
labour, the resource base? 

A. ¥ea5; sir. 

Q. Supposing you had an area with a 
narrow resource base, what would you do with it if 
you wanted to bring abbr decentralization of 
industry? 

A. Decentralizing industry to that area? 

Qe Let us specify it a 1ittie more: I 
suppose what you had in mind when talking about 
decentralization in your brief in Quebec was the 
wider dispersal of manufacturing, particularly 
labour intensive manufacturing? 

A. Yes, that is what we had in mind -- 
not with any view as to whether it was labour 
intensive or not. It was more a question of 
giving more industry to some areas. 

Q. Why would you want to give more 
industry to some areas? 

as I suppose the labour aspect of it 
would be important, but the money that is brought 
in by industry does not go only to labour. 

Q. It would be particularly important 


to aregag where you have seasonal unemployment as 
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a predominant feature? 

baie “Rei cee 

Q. And you would strive to get labour 
intensive industry rather than capital intensive 
industry in those areas? 

Ae Yes, I suppose so. 

Qe That would be ideal from the economic 
point of view? 

A. Yes, that is what has been happening. 

Q. Do you find veryoften these labour 
intensive industries are market oriented? 

A. Well, the experience we had in Quebec 
-- we have had a bit of decentralization of the 
textile industries going to smaller mills ‘and 
gmaller localities -- going further away from 
markets. 

Q. Let us say secondary steel manufacturing, 
for instance: you gave us an example earlier 
when you mentioned the lack of electricity in the 
Gaspe penninsula? 

A. Yes. 

Q. Supposing you had cheap hydro electric 
power: would you think you would get the primary 
and secondary steel production around Peree? 

A. a Suppose this would be debatable. 
There has been a4 big debate in Quebec whether it 
should be more to the east, and this could happen 
under a policy of decentralization, but I think 
as far as the steel industry is concerned it has 


some advantages in being located closer to the 
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market. 

Q. And that would bring in a lot of 
labour intensive industry? Wuld you think it 
would not be right to subsidize such an industry 
where its natural econamics are really dictated by 
its closer location to the market, as an economist? 

A. I guppose it could be subsidized 
because they don't serve the purpose of developing 
the region merely because they come to a region 
which is already pretty much developed. 

Q. You gave us the benefit of your opinio 
-on subsidies and you stated categorically, as I 
recali it, you were against subsidies except in 
the case of the infant industry situation? 

A. Yes, in a case where a big economic 
development in 4 region could come from qa big 
industry like the iron and steel industry. In 
that case there are some theories -- we think 4 
subsidization case could be made. 

Q.  Thts would be the pump priming 
argument idea? | 

A. Yes, that is right. 

Q. Do you think there is a pump priming 
argument inherent in the feed grain subsidy? 

A. Ldon't think so, sir. I suppose 
the feed grain subsidy has a good effect in Quebec. 

Q. T can't quite hear you, Mr. Dube. 

A. The feed pots subsidy -- I don't 
know whether I can put it in your terms or not, but 


as far as I see it, it has a good effect in 
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Quebec because it encourages the poduction of 
livestock instead of the production of grain, 
and people have been trying to raise grains now 
When they could not grow grains. 

Qe Why can't they grow grain? is the 
resource base too narrow? 

vd Because of the climate and the 
quality of the land and so on and forth. 

ae) In other words, ‘the resource base in 
Quebec is not suited to the economic production of 
grain? 

A. I think so, sir except in certain 
areas. 

Q. So, therefore, it would be uneconomic 
for Quebec to raise livestock because its own 
resource base does not permit the raising of livestock? 

A. It is better te raise livestock than 


to raise grain. 


Q. Can you raise grain economically in 
Quebec without grain -- or, with the grain you can 
grow locally? Can you compete with western 


Canada in meat production if you were to rely on 
unsubsidized grain? 

A. Woscl don 'tthink smo, girs There 
could be some competition -- it is possible: but 
I think that the feed grain subsidy certainly 
has that effect of encouraging livestock production 
in Quebec with the production of livestock in the 
west. 


Q. In other words, you have a case here , 
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have you not, economically speaking, where the 
lack of a resource base is being compensated for by 
a subsidy given by the state? 

A. But IT want to say it has a good effect 
in that it discourages the farmer from trying to 
do things he can't do. If it is impossible to 
raise grain he should not try to raise grain. It 
ig better er him to do so by having subsidy on the 
grain coming from the west than letting him grow 
the grain when he can't succeed. What I want to 
say is that it produces a eapuaticn where your 
resources in Quebec are better utilized. 

Q. Wouldn't it be better for the country 
as a whole -- wuldn't it be a better allocation of 
economic resources if neither grain nor livestock 
were produced in Quebec, and the farmer were to 
devote himself to other activities if the resgourzre 
base is -too narrow? 

Ae I am not sufficiently familiar with 
agriculture. As to the specific figure of the 
subsidy, I haven't had a chance to talk to the 
Department of Agriculture, but it seems to have had 
a good effect. I have talked to some agricultural 
economists on that, and that is the answer I get. 

Q. The reason I ask you is because the 
Government of Quebec makes qa specific recommendation 
with regard to feed grain, namely, that it be put 
on a permanent basis and increased, and this is why 
I asked you these questions. 


A. Yeq, sir. 
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COMMISSIONER GOBEIL: Apparently, could 
it be true that if the feed grain was not there Quebec 
and Ontario would get their grain for the same price 
from the United States? 

THE WITNESS: I do not know, sir. 

COMMISSIONER MANN: Q. You had a discussio 
with Mr. Sinclair about the aims of national policy 
in transportation, sndoMr. Sinclair quoted you paragraph 
247 at page 66 of your submission where you ina 
sense -- and I am paraphrasing here -- came to the 
conclusion that the country's long tem interests in 
transportation are best served if transportation is 
dealt with purday on a economic basis without the 
intrusion of other elements. Am I paraphrasing this 
correctly? 

A. I think that took a lot of factors 
into consideration outside of purely economic factors, 
but we certainly gave the economic factor most 
important consideration. 

Q. And that, I suppose, comes out on 
page 67, which is over. the page, in paragraphs 249 and 
250, does it not? | 

A. Yes, sir. 

Q. There you depart from pure economic 
terms such as supply and demand, cost and price, 
investment in transportation and return on transportatio 
and so on. There are other considerations that the 
government of Quebec think should enter into 


transportation policy? 
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Ape Yes. ear, 

COMMISSIONER MANN: I think that is all 
I have. 

THE CHAIRMAN: ‘Thank you, Mr. Dube. 

THE WITNESS: Thank you very much, 
Mr. Chairman. | 

MR. FOURNIER: That is the submission of 
the province of Quebec, sir, and I wish to express 
the government's thanks again for having granted 
to us so much delay, and also to the parties -- the 
railways and other provinces -- who have been kind 
enough to wait for us and even accept our submission 
three or four aeye after the date set for it. So, 
we are extremely grateful for the courtesy of the 


4 


Commission, and we hope that the submission of che 
province will be of some use to the Commission in 
understanding the problems of the province of Quebec 
as they are expressed in the submission and as 
supported by the witnesses. 

THE CHAIRMAN: You referred to delays: 
the delays were granted grudginly by the Commission. 

MR. FOURNIER: I realize that, sir. 

THE CHAIRMAN: However, you were not idle, 
and the effort was worthwhile... We are glad to have 


had you and to have heard you and your witnesses. 


Thank you very much. 


--- Adjournment --- 
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PROCEEDINGS OF COST CONFERENCE ON 
VOLUME II OF THE SUBMISSION OF MR. 
W.B. SAUNDERS ON BEHALF OF CERTAIN 
GRAIN MARKETING ORGANIZATIONS. 20995 ° 
SAUNDERS, W.B. 
Direct examination 
By Mr. Ma cKimmie 21008 
Cross-examination 
By Mr. Sinclair 21020 


NO EXHIBITS IN THIS VOLUME 
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ROYAL COMMISSION ON TRANSPORTATION 


Proceedings of hearings held 

in the Court Room, Board of 
Transport commissioners Offices, 
Ottawa, Ontario, on the 9th 

day of January, 1961. 


COMMISSION 


oi ah an eae 
Mr. M.A. MacPherson Chairman 
Mr. H. Anscomb Member 
Mr. A.H. Balch Member 
el ie Gobeil Member 
Mr. H.A. Mann Member 
Br. A's Platt Member 
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Mir. A.G. Cooper, @.C. 
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ANGUS, STONEHOUSE & CO. LTD. 20994 
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Ottawa, Ontario, 
Monday, January 9, 1961 


--- On commencing at 10:00 a.m. 

THE CHAIRMAN: Order, please. Mr. Cooper? 

MR. COOPER: Mr. Chairman, in accordance 
with the ruling of the Commission with respect to the 
cost conference made on June 10, 1960 and as 
appeared in Volume No. 80 commencing at page 14070, 
the Chairman of the cost conference Dr. Armstrong 
has reported to the Commission points of agreement 
and disagreement arising out of the proceedings of 
the cost conference on Volume II of the submission of 
Mr. W.B. Saunders on behalf of certain grain marketing 
organizations. In accordance with the 
Commission's ruling cross-examination is limited to 
points of disagreement. I should like to have 
the report containing the points of agreement and 
disagreement to which I have referred taken into 
the record as read. 

THE CHAIRMAN: Have you furnished counsel 
with copies? 

MR. COOPER: I. have furnished Mr. Sinclair 
and Mr. Frawley with copies. I have handed a copy 
this morning to Mr. MacKimmie but I understand that 
some time ago a report’ of this section of the cost 
conference was circulated to the cost experts involved 
so that I consider it safe to say that notice has 
been given to the cost experts some time ago with 
respect to these points of agreement and disagreement. 
Notice has been given to counsel as I have indicated. 


THE CHAIRMAN: Well, that will be taken in. 
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ANGUS, STONEHOUSE & CO. LTD. (c ooper ) 20995 


TORONTO, ONTARIO 


ROYAL COMMISSION ON TRANSPORTATION 


January 5, 1961. 


Proceedings of Cost Conference on Volume II 
of the Submission of Mr. W.B. Saunders on behalf 


of Certain Grain Marketing Organizations. 


The page referencé which follow are in the 
first place to the pages of the memorandum submitted 
by Mr. Saunders prior to his appearance before the 
Commission. The second set which follows is a 
reference to the Commission hearings. The line 


references are the same in each case. 


Points of Agreement 

A: Agreement was reached on the following 
pages without amendment : 

1) p. 1 (p.19462) 

2) —p. 8 (p.19469) 

3). GPs 40) (19a) 

4) p. 26 (p.19489) 

5) pv. 27 (p.19490) 

6) p. 48 (p.19511) 

7) pe 49 (p.19512) 


B: Agreement was reached on the following 
amendments: 
3) pae2jeithets 

(p.19463) - Substitute "The relatively 


new use of the" for "new and important" 
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9) 


10) 


11) 


12) 


13) 


14) 


15) 


16) 


Ds 53 cine 1.5 

(p.19464) - Substitute "common" for 
"sOnnG” 

Wet “par, es 

(p.19565) - A more acceptable example 
will be found by John Stenason and W.B. 
Saunders to replace the train cost 
which implicitly assumes 100 per cent 
variability. 
He So itne 6 

(p.19466) -. Substitute a "cost of 
crossing protection" for "president". 

Po os) see 

(p.19466) - Substitute "the need to 
protect the crossing” for "the dependence 
of the railway upon the president" 

0 sai) toe 1a 

(p.19472) - Substitute "numerical" fr 
"statistical" 

Woe tasy aloe 25 

(p.19472) - Substitute "vary over extende 
periods" for "vary in the over-extended 
periods". 

wy 2ane 15 

(p. 19481) - Substitute "that they would 
be candidates for abandonment" for 
"alleged they would be abandoned". 

ne ey ee 

(p.19481) - Substitute "cost per unit of 


traffic is" for “unit costs". 
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17) Pe 19, Fine .6 
(p.19482) - Substitute "tracks" for 
"factiities?, 
18) *eeosk®s linast 
(p.19482) - Substitute "taken up" for 
"curtailed" 
19) Pupedos glineel2 
(p.19482) - Substitute "ordinarily" for 
"normal", 
20) Paveeds. line se 
_ (p.19491) - Delete "no justification was 
advanced on behalf of the double weighting 
of passenger gross ton-miles relative ‘o 
freight". | 
21) OB dave Osetia nls 
(p.19492) - Substitute "is again" for 
"while". : 
22) i Bec n2@Osedinenli2 
(p.19492) - Delete "is again in the 
direction expected a priori”. 
23) apvc#Osaline.239 
(p. 19492) - Delete "qa healthy". 
24) p.nZiy tine,22 
(p.194904) - Substitute "more reasonable" 
for “well within reason". 
25) pa3Zeantinesd 
(p.19496) - Substitute "minimize the impa¢t 
of switching on the coefficients on the 
running vafiables" for "keep the 
coefficients of the running variables from 


reflecting switching costs". 
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26) p. 45, lines 3 and 4 
(p.19508) - Delete point 2 completely 
27) tp. ih45,) edie (26 
(p.19508) - Delete "That Exhibit 142 
failed fully to disclose the number or 
percentage importance of "solid" grain* 
trains, ag it purported to do;" 
28) p. AT, line 6 
(p.19510) - Insert following the word 
"error".: "as it relates to the loaded 
movement from Winnipeg to Fort William" 
29) p. 50, lines 35 and 36 
(p.19513) - Substitute "proportionately 
larger" for "disproportionately large" 
C: Subject to a check of the statistical 


e an@ "+" there is 


significance of the R 
agreement with the paragraph containing the 
following changes, after amendment. 

39) p.. 295. .line 22 

(p.19492) - Delete "is again in the 

direction expected a priori”. 

Insert after "fit" nen 

Delete "markedly" 
Points of Disagreement - 

The exactitude or precision of the cost 
statistics is in controversy between the railways on the 
one hand and the Provincial Consultants on the other. 

The following points are a11 related to this 
basic issue but do not list all the detailed objections 


which were raised. 
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31) ess 7 ii best 
(p.19464) - The Canadian Pacific objects 
to the contention that studies do not 
produce "the answer". 

32) PUSS} * line sd 
(p.19465) - The railways object to the 
contention that the use of various 
techniques of allocation or proration 
inject some lack of precision in the 
results. 

33) ppet755/ 69/7 
(p. 19466-8) - The railways object to the 
implication ween they feel is contained 
in this section that cost apaeat be 


determined unless ‘trains are fully 


loaded. 
34) p. 9, Tine & - The railways object 
(p. 19470) - to the stdtements that 


35) ps “11, line 25°) there is greater 
(p.19472) - uncertainty in 

36) p. 12, line 1-2 estimating. long run 
(p.19473) - cost than in estimatin 


short run cost. 


Miscellaneous Disagreements in Principle. 
37) pp. 12, 13, 14 
(p.19475-7) - The railways object that 
this section implies that the costing 
techniques of the railways have been 
developed purely for rate setting purpose 


and- not for management purposes. Mr. 
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38) 


39) 


40) 


41) 


42) 


Saunders stands firm on his contention 
that the costing techniques ae not being 
utilized throughout the railways for 
management purposes inthe way he has 
suggested and for the alternate uses 
which are desirable. Allied differences 
of opinion exist with regard to page 21 
(19484) lines 3-5, and 23 (19486) lines 
21-24, 

pp. 14-17 

(p.19477-9) - The railways object to the 


suggestion that standard costs rather than 


‘actual costs should be used in order 


to coat the atudy traffic. 

Bu. 23) Lines 2 and 2 

(p.19481) - The Canadian Pacific is 
prepared to maintain ~-that there is 

little excess of track in existence 
today. The CN does not object to 
saunders! statement. 

p. 19, line 6 

(p.19482) - A question d fact 

developed of whether miles of track 

are being taken up on solely related 
lines. 

Dp, 19, line 9 

(p.19482) - The disagreement here is the 
same as that reported under point 39, 
Dp. 20, dine 2 

(p.19483) - The railways have served notic 
that they may ask for a complete 


enumeration of these criticisms. 
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on the Development of the Track, Expense 


Regressions. 


43) 


An) 


45) 


De £0, cane “Le 

(p. 19483) - Canadian Pacific disagreed 
with the statement that "Canadian Pacific 
Railway did not carry their analysis 
sufficiently far." 

Canadian Pacific believe that the 
refinements introduced by Mr. Saunders 
have not improved the analysis of track 
maintenance expenses. 
p. 299 (aane” 30 

(p. 19492) - The railways may challenge 
the statement that all refinements have 
contributed to the "explanatory" power 
of the regressions. 
De ge 

(p. 19493) - Saunders maintains that ther 
is an important difference between the 
minimum maintenance cost for main and 
branch track, The CP argues that gross 
ton-miles is a good variable to account 
for the level of maintenance of any 
railway lines. They argue that their 
track is classified every three years on 
the basis of gross ton-miles and this 
alone determines the standard of 
maintenance. Saunders argues that 
maintenance standards are qa function of 
the classification into main and branch 
lines and that the etree it) cation depends 
not only on gross ton-miles but also 
on the existence of passenger service, 


speed of trains and other considerations. 
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46) 


47) 


46) 


49) 


or «serilivuesi2 

(p. 19495) - The Canadian Pacific objects 
to the contention that road and yard 
switching should give rise to markedly 
different road maintenance costs and 

Says that there are no a priori reasons 
why there should be such a difference. 

ps./ 32,-line.19 

(p.19495) - The railways question the 
first sentence of the paragraph and Mr. 
Saunders has agreed to consider the 
exactitude and clarity of the sentence, 
p.i33 

(p.19496) - Equation 7 - the Railways 
reject on a priori grounds to the 
relationship see the coefficients for 
yard and road switching. 

p. 34-37 

(p.19497-19500) - The parties disagree on 
the aire cee ep of taking into account 
SRS ne differences in maintenance costs. 
Mr. Saunders has penmermetad an index of 
grades and curves to reflect topographical 
differences. The CN accepts in principl 
the usefulness of geographic variables and 


has used miles of tunnels as such a 


variable. The CP maintains that the 


only variable which might be significant 
is curvature but that on engineering 


grounds they do not believe it would be 
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of sufficient importance to warrant the 
many months of work which would be 
required to work out an appropriate 
index. This is the same point which 
wag reported in connection with the 
evidence of Dr. Borts (see point 7 - 
transcript, oe 20305 line 3). 

50) pp. 38-39 
(p.19501-2) - The railways objections 
to the variables used in Equation Il, 
include ail those listed above in 
connection with other equations. In 
addition they object to the claim that 
Eguation 12 marks an improvement on 
Equation 11 on the groun® that it is 
merely an analytic transformation of 
Equation 11 since the multipliers used 
in condensing the variables have not been 
found independently, they argue that the 
"¢" walues for Equation 12 are in fact 
unknown and that therefore there ig no 
way in which to judge the significance 
of the coefficients. 

51) p. 40-43 
(p.19503-6) - The objection to the final 
Equations 14 and 15 inelude a11 those 
raised above. In addition the railways 
object to the eoauuption that the 
passenger gross ton mile coefficients 


Should have six times the weight of gross 
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ton mile coefficients. The fundamental 
point at issue here is whether a 
passenger gross ton mile causes twice or 
six times as much maintenance as does 4 
freight gross ton mile . The engineering 
rule cited was that the wear and tear on 
track ig in proportion to.the square of 
train speed, hence if-the q@merage passenge 
train car travels 1.4 times the average 
speed of a freight train car, the wear and 
tear caused by the passenger gross ton 
mile will be twice (1.4 x 1.4) the wear- 
and-tear caused by a goss ton mile of 
freight. be) weeeere av eeee that in 
addition to the Peedi T Acker: there are 
other reasons why the existence of 
passenger service requires additional 
maintenance expenses. If track is 
maintained at @ higher standard for 
passenger service than it would be 4n its 
absence, then Beane anor trains not only 
cause more wear and tear per gross ton 
mile than do freight train but the wear 
ang tear caused by both peediwaae and 
fnatent trains takes piace on track which 
is more expensive to maintain, thus the 
cost of maintenance caused by passenger 
service is compounded above that 


indicated by simple speed considerations. 
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1 
2 
$ Canadian Pacific said that, on the basis 
4 of engineering analysis, the only item 
5 of track maintenance expense which would 
6 be caused by the movement of passenger 
¥ trains which would represent a higher 
P standard, the cost of which might be 
reflected in freight, traffic, would be 
: superelevation on curves, which is of 
10 minor consequence. 
i1 This issue is closely related to that 
12 raised above in point 45. 
13 a Y- Ban POs 8S Pains oe = es 
14 (p. 19482) - The objection is the same as 
15 that given above in point 51. 
53) pp. 44-7 
16 
(p.19507-10) - On the basis of certain 
MT definitions learned at the Conference, 
18 certain changes listed above (points 24, 
19 25, 26) were agreed upon. The Canadian 
20 Pacific objects that even if the 
a1 calculations presented on p. 45 (19508) 
2 are correct, the conclusion in the last 
paragraph of p. 47 (19510) should be 
“i confined strictly to grain moving from 
- Winnipeg to Fort Willian. 
25 On the basis of three studies which have 
26 recently been a cluded, the CP maintains 
27 that for other Titeations and other areas, 
28 grain moves in train of less than average 
29 weight so they axeue they are correct in 
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54) 


assuming that grain moves in train of 
average weight for the system as a whole. 
The evidence for these statements was 

not produced at the Conference and until 
he has studied it, Mr. Saunders has 
reserved any opinion on it. 

PPLe 55255 

(p.19514-18) - During the discussion on 
the CP work papers on handling car-days 
it developed that there appears to have 
been qa difference between the definition 
of active car days used in the 3,700 car 
sample and the 300 Car Sample. THe éffect 
_of this would be to bias the number of idie 
days attributed to the grain trade. The | 
CP is studying this point. 

The CP allocates all of the idle time 
against active car days "on-line". When 
a CP car goes off-line, i.e. to some other 
system, the CP ig paid a flat per diem 

fee. Included in this fee, which is 
determined by the Association of Railroad?, 
is an allowance for 10 per cent idie days 
spent on-line which are assumed to be 
attributable to the off-line movement. 

The CP has taken the position, by 
implication at least, that the per diem 
allowances do not make adequate allowance 
for idie time and that therefore charges 


of idle time (less 10 per cent of the day 


4 PP ¥y - ir 


: “ye ciend a2 esvos atetg vents = 


ante & &e getters off vat Piigbewe ese 


a Csi ‘etnemevsde asedd wot ‘goaedive © 
BN iat Ny 
Gals 6 heoubosq soa. 


m2 A tae: Bea ait 


aos Leo et hevisees. 


y ‘ ae wh) rf’ 3 ve tet) ¥ % > 7 > Pay | LOW 


i 7 a} yf tee aE pia 
56 4 “i ij . 3 

i Ey 

ee a oT LLG bivor atitt’ te 

- i had 4 ; 

ey es | 

i ; i ' al ¥ > ” 

D Thi ; . OF. Wed hk pt 6 RY, nb 


Rog: eeete galt gba & wh FD 


y 3 " “i 
(Sp Rosevetlio 49 eax 
oN , : 
fen te evVidgor. tranleana 
8.2 ,enkla 3 he em T49:%0 2 
, fs ¥ we » , ; 
\ be ae ee aa eer Bre : ri 
f 
i 39 L Behn toak aS") . 
‘ 4. a $ ob 
’ aris ¢ : rateb 
rey GL tol POGewoLig 88 BE. | i a: 
‘ i } Wen) 
Hees oye Milwaw ediiaoo Paege iN 


a r on Bs i on? oF 9 Fda iat “77s ‘ 
79) Std 7Oo .oimel te, woly tent tat , | 


rolerert) Heds bits oake oibt 
| ri sep attr F 


¢ 
woY roth 
iu 


ANGUS, STONEHOUSE & CO. LTD. (Cooper ) 21007 


TORONTO, ONTARIO 


which the cars spend off-line) must be 
charged against active car day on line. 

. Mr. Saunders argues that on-line idle 
time ghould be allocated against all 
active days whether on or off-line, and 
that failure to do so, charges the study 
traffic with any loss incurred in any 
traffic which goes off-line. 

Mr. Saunders also points out that the 
historical allowance of 10 per cent is 
irrelevant aince it is not eoncerned with 
the actual experience of the CP railroadg, 
itself; that if the per diem rate is for 
example twice the actual average daily 
car cost, the railways receiving the 

per diem rental would in facet be 
receiving an allowance for on-line idle 
time equal to 100 per cent of the off- 
‘line time, On the other hand, if the per 
diem allowance is less than the actual 
average daily.car cost, the railway is. 
receiving: no allowance for idie time 
on-line ag a result of off-line service. 
The Commission staff has asked the. 
railways to estimate the percentage of th 
study traffic which goes off-line. 

The CP allocates idle time on the basis 

of active car days. Mr. Saunders argues 
that an allocation on the basis of cars 


loaded would be more appropriate. The 
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discussion failed to satisfy either side. 
It is apparent that at least some of the 
idle time is a4 function of the number 
of loads and not of the number of active 
days, for example days spent in cleaning 
cars. Further argument on this point 
and attempts at quantification are 
necessary, 
NOTE: The warticipants in the Cost Conference did not 
discuss the contents of pages 56 to 58 (19519-19521) 
as these pages were deemed to be outside the terms of 
reference of the conference. 
Since pages 20 to 25 (19483-19488 ) contain 
a summary of the material found in later pages of the 
submission, it was not explicitly discussed. 
THE CHAIRMAN: Yes, Mr. MacKimmie. 
MR. MacKIMMIE: Mr, Saunders, 
MR. W,B. SAUNDERS, called: 
MR, MacKIMMI’i: Now, Mr. Saunders before 
you start answering your questions in cross-examination 
now on your volumes 1 and 11 or the last part of 
volume 1 and all of volume 11 which were put into the 
record in both your and my absence, there are q@ couple 
of general things I would like to get from you. 
MR. SINCLAIR: Are you explaining the data? 
DIRECT EXAMINATION BY MR, ‘MacKIMMIE: I am not 
putting in new material, I merely want: to emphasize. . 
some of the things that-are in the volume. 
Q. At page 133 of Volume 1, Mr. Saunders, 


you indicate generally what you feel the problems are 
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in railway transportation in Canada. I wonder if you 
would tell us what the principle ones are as 
indicated in your volumes 1 and 11? 

A. If I were to summarize both volumes in 
a few words I wuld say that my analysis indicates that 
problems of the Canadian railways are attributable to 
three broad categories. The first category is 


problems arising from decisions made by past governments; 


second, problems arising because of competition 
between the Canadian Pacific and Canadian National and, 
third, problems arising because of a lack of an over- 
all transportation policy in the existing government 
structure. 

Q. It may well be in the text here but in 
what way do you think these three factors contribute to 
the transportation problems in Canada? 

A. A very important result of all three 
taken together is that Canada has excess transportation 
capacity. iI believe it is elear that such an, excess 
of transportation capacity results in higher operating 
costs and aiso leads to a demand for greater revenues 
or for -- it leads to higher revenue needs. Now, 
another way of visualizing this is to ask ourselves 
Wht the picture would be if we were starting all over 
again today knowing what we know now and trying to 
recreate a Canadian transportation system. L think 
anybody who studies the figures would have © come 
to the conclusion that Canada's railway system would 
contain a great many fewer miles of line, I mean, 


miles of line both main line and branch line. TI 


Maly oy J 
tt 
ra 


. RSS it aed setvooane et 


4 


ee 2S ee hee inline atqhanduy- PS wid) ete oo 


ines b 


RET baa is womtowr aro an 


Pano oy “God ‘Sri Taatee | SF stew an) i 


1a yao! tr Laytane wat Hncit {ss btwor - pra, 


hy ‘i pi 


are DBs Cd Rahs aa eicoottpe yRktonnd, etd 9 Le, ewotda ~) 


HON Tee? eae 0 eed e9 Beoud oe “fy 
. ‘ ear 


[ 
; i’ ; e oft > ve dey YP ‘ . Qe ‘ . : e hy Bt “~ ie " ak Fis, 7 - Mf zi ft st re taietdox 
i 


i : : ; , % “a af x 
9, D2 2° GUM RG: Bila Bs TS aN hs a OTD “« ins 
tees oh Ah Veh ieg Gobir ogee ge iL 


“setutonnde 


es 4 - _ z < 
ae en eS eee ee 
r 
ra 
—_ 
<_ 
4 
. 
= 


Se ea 
= 
4 
_ 
Me 


F Pa 
od 
is ‘ 4 ij ‘ad ¥ 
> A 3 hal j 4 a) i 4 
We, pli 
Prey i ‘ 
,) as 
“@! a 
M 9 i rf 
; ; 7 ' ‘ Ne ite ate Fa 
i ’ yo yak : 


LO te me 
 --- a - 
\ 


‘ ey OF te y : 
Me i 5. co tt ; et Z I 
i? 
/ ey ~ ” ; 
, L i (a3 A y P ‘ia is a 4 \ 
c ar ,e iy axuyo ly 
SF 
| ; ‘ « : m 71 £3) ‘¢ ‘ PUT 2 Aug er » & 
‘ . i, ae =P es J rr i sy w¥ Li wh ot ‘BOC 
; ‘ 
eh Trea OBIS Ger paany 
q 4 7, y 
‘ ex Whe ak ¥ fie mM Serre cn, aii! ‘ow bot 
vy * , te aaa . ; * gn ~~ . | oe ye 
i " J ~' f ~! 
- Rs I Swi ee, 
a S ** td 
14-08 ke a iit o' satig. aw 
. © 
so ; @. 
§ 
t } 
Ay 
pa! 
‘ ? i 
» 2 7 
7 @ 


ANGUS, STONEHOUSE &co.LToO. Saunders, dir. 21010 
TORONTO, ONTARIO (Ma eKimmie ) 


think it follows from our analysis of the total 
economic picture in Canada that you would also have 

a considerably smaller passenger service, considerably 
reduced volume of passenger service in terms of train 
miles, car miles and the like. I believe our 
analysis shows that if that were done we would have 
considerably smaller passenger deficits. 

Now, a corollary of a rebuilding of the 
transportation system with today's knowledge, today's 
technique, knowhow, and today's appreciation of 
competition is we would rationalize our traffic 
flow in Canada to concentrate the volume on principle 
lines and particularly with the smal? shipments traffic 
I believe we wouid find a @onsiderably smaller shipment 
deficit so there would be a smaller cost revenue 
problem. These items are not exactly additive but 
we can get some idea of the magnitude of what ig 
involved in the re-orientation of the railway 
system. Based on my volume 1 analysis I have jotted 
down a few figures on this point; the passenger and 
small shipments deficits alone represent a burden of. 
some $224 million for both the Canadian National and 
the Canadian Pacific combined. 

Q. That is, these deficits are calculated 
in the same manner in which the grain study was made 
by the railways? | 

A. Yes. That is implict in dl my reference 
to cost and revenues throughout. 

THE CHAIRMAN: That is the yardstick? 

THE WITNESS: Yes gir. I am merely using 
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that to maintain a consistent set of figures and 
values in the various cost studies throughout. That 
figure is some $224 million. Now, we can have 
some further magnitudes on the meaning and the 
sSignificame of duplicate facilities or excess track or 
track miles that would be eliminated if we had a 
rationalized system. To illustrate that, if we 
take the figure of 5,000 miles as a reasonable goal 
for a rationalized system, the annual cost of the 
Rate ta is track expenses related to those 5,000 miles 
would be about $13 million; again using the 
technique in the C.P.R. ree Ceram 

Q. The only thing about that, this 
Commission has to determine problems not with a 
de novo railway so I wonder how realistic this is 
to look at a system de novo.. This Commission is 
faced with the problem of looking at the present 
system. | 

A. Yes sir, and I think I am very conscious 
of that, life is where you find it and we do have 
problems. Canada's transportation system is here, 
industries have located where they located because 
they found the railway system there and they moved in, 
communities were developed and the Canadian economy 
in a considerable measure depends on the facts of - 
Canada's railway system as it is today. I do not 
think anybody can just stand up and say all that is 
unfortunate and irrelevant, we are just going to 
go through with a scythe and destroy the communities 


and all the related social and other institutions that 
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go with it. I do not believe it would be possible for 
anyone to urge seriously any wholesale abandonment 
program to solve this problem. 

COMMISSIONER ANSCOMB: Wholesale what? 

THE WITNESS: Abandonment program. 

MR. MacKIMMIE: I suppose one could look 
at the other side of the coin too; we cannot take 
a completely defeatiast attitude at this time because 
we have this orca 

MR. SINCLAIR: I:do not know what my friend 
is doing? Is he examining-in-chief or not because 
it ig a rather unusu@l way of doing it. 

MR, MacKIMMIE: What is unusual about it? 

MR. SINCLAIR: Just the way you are putting 
the questions to him. 

MR, MacKIMMI85: I am sorry I do not know how 
to put questions but I am sure I can be corrected if 
I am wrong. | 

MR. SINCLAIR: It is ail on the record and 
they had their opportunity to explain this months 
ago and I do not see why they are putting it in again. 

MR, MacKIMMIE: We had our opportunity but 
you will recall it was deprived by my learned friend 
getting up and screaming about the costs and I was not 
able to ask anything. : 

MR. SINCLAIR: Well, you had a date -- 

MR. MacKIMMIE: You know as well as I do 
Mr. Saunders was told he had a cost conference on the 
14th and this Commission sat to finish up other people. 


We would never have got through with Mr. Saunders. 
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Furthermore, is my learned friend saying I cannot 
ask my witness general questions? 

THE CHAIRMAN: You are simply explaining. 

MR, MacKIMMIE: I am trying to help this 
Commission. I have had a man study this problem 
since last September and I wuld think wh#ever 
Suggestion he makes would be of assistance to this 
Commission. 

THE CHAIRMAN: Go on. 

MR. MacKIMMIE, QQ: I was asking =A af you 
thought something should be done ei 

A. I do not think there is any question about 
it at all, Mr. MacKimmie , and our studies point the 
way to possible developments in this field. It seems 
to me very clear that rationalization of the railway 
System is an essential step for the Canadian economy. 
I think that is the answer if the total 
transportation burden is ae be minimized for shippers 
and taxpayers and for all citizens. This is not 
a new idea because it was sggested in the Duff 
Commission studies back a generation ago. At that 
time the suggestion was that the railways get together 
and on a voluntary basis coordinate their various 
operations to produce these savings that have long 
been hoped for. I do not think voluntary 
cooperation would work then and it is my very sober 
opinion is that it will not work now. I telieve 
it would be unwise and unrealistic to recommend a 
solution of rationalizing the railway system but 


leaving it to qa matter of voluntary coordination. a 
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think that is unfair to the railways and unrealistic 
to the citizens and taxpayers of Canada to say that 
would be the golution. 

I see it as essential to approach it in 
a little different way. I think there is clearly a 
need for coordination but I think we have two different 
kinds of problems involved. I mentioned at the 
outset that there were three general categories of 
problems that had arisen; one was the matter of excess 
capacity and the other was a lack of overall 
transprtation policy in Canada. Talsine the, ting. 
that is the matter of the lack of transportation 
policy, I think it would be extremely desirable and 
it would help the railways, whether they are fully 
aware of this or not, if we had in the Canadian 
government system a transportation policy group. r 
suggest there could be one at some central place 
at the federal level which would have the job of 
assessing and teeing total transportation needs 
for all of Canada. Such an agency would be 
extremely valuable because it would be in a position 
to add up the total requirements of Canada for 
all forms of transportation, air, water, highway 
and rail and recommend to Parliament the kinds of 
expenditure programs that ought to be made assessed 
to minimize waste in the total transportation program 
of the federal government. Now, JI realize there 
are many practical problems at the provincial and 
local levels and I am merely talking here about a 


group at the federal level who would consider Sante 2 
needs 


eS 


a 


’ 


BLOrs 


he! 
ahaa e, i 
ns i ys bee 
elialiicerav bes exeuttear.ed¥ oF Whang: aes a? 
‘ . ean Aten 7 


>? 


a0 te axoneuxes bie easel ets 


mor tutor. of iz 


hs A ¢ sees arkbyooo sod be 


sucioued I, .osvfoval eestdesy to ebabl a. 


rr 
a aie ye ; 
‘ 
’ » 1 ++ oh s ' 1 
P ° 
. >. We > DEY Ze OR => 2! ae Los 7S9 Bae 
ry { A ae 4 Latin? 
. ys ‘a ee | f 
M ¥ * » f -\ 
a. few * , ad ‘ 27 ry ae 
7 eee: se L. Ce ew AT mh woo Gtr. 
} if q 
. 
: ss 4 § 
: Nt, ‘ sh 
} 2 } bf vos + : ie Se 
1. y & 
ta. 
lp et ‘ : ar 
ie ms i n't, 
e SCRA yl ‘7 @ Ow Fv 
ti i 
" ‘ 
; } - 
; | ' eh t or . iu 
{ 
a 
; 7 i ‘ov! a { ae 4 
' 
' 
i be a ee we i 
\ vO Rae ae ee Se 
| ’ 
A 
J iS hed * ‘4 
} 
r mm Ms 2 
{ ' . ; Jy bt COU i he rs s i 
Sf 7 c . 
; mas pred ‘ 
£ t t lial 
; } t J t > 
: 
7 
j 4 nll 
; 
' 4 f cd ed 7 tT 
i 
, " 
7 ' t by tl pat , 
4 
' 
} a e 
: ee ‘ : ' f } 
it 
' “yp 2 
t i 
4s 7 
' 
ad 4 
; ' ‘ ie | 4, 


nit : Pit” 4 ( 
: : ’ . 4 4 5 
‘ alt ‘ - d 
S wien wis. (fers ae: 
} 
U ry “a = 7m 4 
Roe sehen Of gw ow evel [egwor 
? : 
7 . On 


ANGUS, STONEHOUSE © co.tro. Saunders, dir. 21015 
a (MacKimmie ) 


so federal expenditures would be coordinated and make 
sense as part of a total economic program for Canada. 

Q. You say that was one group, was there 
another area you were thinking of when you mentioned 
the second? 

Ae BOE Bly. This first group is rather 4 
policy not a budgetary advisory and recommending 
group but, as I mentioned, there is this matter of 
excess capacity. I dlso mentioned I do not believe 
this can be only on a coordination basis by people 
sitting around a table and coming up with a solution 
to it. This is too complex; there are too many vital 
interests at stake. I believe what is called for 
is a separate agency to be given the responsibility 
for drafting and putting into effect a long range 
plan for rationalizing the Canadian railways. You 
may call this a railway rationalization agency although 
that would-not be a practical title but that is the 
essence of it. Now, that agency could be given the 
power to devise a long range plan for streamlining the 
railway system. I include in that the elimination of 
excess lines whether they are main lines or branch 
lines; I include in that the valuation of possible 
streamling of the passenger service of the two | 
principal railways and the other railways as well. 

Of course, we are talking principally about the two 
different railways and I hope my remarks can be taken 
that when I refer to the Canadian National or the 
Canadian Pacific I am really talking about the total 
picture but those two are the dominant force in 


Canada's railway structure. 
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I think such an agency is the only method 
whereby the potential savings can be realized, but at 
the same time you have to recognize -- as I mentioned 
earlier in response to your first question -- a great 
segment of Canada's economy depends on these facilities, 
as they do in the United States, and these people have 
to have time to adjust their sands and they should have 
the right to be heard, so that if there are public 
policy considerations that ought to be brought into the 
inclusion of this rationalization program, these points 
can be considered, 

Now, I am merely suggesting here a very 
simple conception of what the framework shall be; a 
special agency to work out in cooperation with the 
railways the economics of the rationalization plan. 

Q. In rationalization are you 
including abandonments? You have told the Commission 
that you would not recommend any wholesale abandonments, 
but do you include in there the discontinuance of some 
services? 

A. Yes, sir. 

Q@» Would they be long range 
or for a short term; any specific period? 

A. Well, On that basis 
investments of industries are made, and with regard 
to survival over fairly substantial periods. This has 
to be thought of in possibly two chunks, and with 
respect to abandonment of physical facilities, branch 


lines or consolidation of two main lines, I would think 
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it would be in the order of magnitude of a twenty year 
program, and everybody would know today that within a 
certain number of years in the future the line on 
which he now engages his business will not be here, and 
he can make his plans Sonebelneiy in deciding whether 
or not to invest in a new plan or invest in a new 
facility of some kind. He can weigh that as part of 
his economic decision. 

On the other hand, with respect to 
passenger services, its seems to me that a shorter 
time period is reasonable as it does not take quite 
as long for people to adjust to changes in passenger 
services because they have more flexible choices, 
available to them, as in the case of activities that 
depend of particular freight facilities. 

fs: And one of the other 

problems you refer to in your general text, Mr. Saunders, 
is that of the small shipments; would that come anaest 
the suggested body? 

A. It would not be my 
recommendation the small shipments problem be included 
in this sort of an agency. I believe the problem is 
substantial, but I am not pursuaded that it is a 
problem which helongs,at this time at least, in the 
hands of a central government co-ordinating agency. 

I say that because this is a field in which we may look 
for rapid changes in technology and in concept of 
handling, and it is.a field in which competition can 


be an extremely valuable catalyst in bringing about 
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progress, so that I feel this particular area should 
certainly be left to the railways themselves to work out 
in co-ordinating plans that may emerge. 
Q.: Mr. Saunders, this 
Commission early in its sittings has ruled they do not 
want to hear any evidence as to the labour élepend of 
cost in any of its studies, and leaving that entirely 
out of this picture, do you see any contribution that 
could be made or do you anticipate or would you anticipat 
the inclusion of labour organizations in this program? 
Juk,*- Yes, tedeiseLl séecan 

important function for the labour organizations. I 
think you have to see this in perspective. There is 
a railway problem, and there are. revenue needs, and they 
have to be met. I believe that. part of the problem 
and part of the revenue need can be met by a cost 
cutting program Hater is essentially within the hands 
of management, but there is a considerable amount of 
cost adjustment or service adjustment that is not entirely 
under the control of management, and such programs would 
call for the co-operation of the labour organizations. 

I don't see it as a matter of calling 
in labour unions and saying, "Well, how many of your 
employees shall we lay off?" I don't see it that way 
at all, but I do think that we have not had an 
opportunity in railway transportation for a fresh, 
elean look at the total labour and management 
relationship. These things always come up in terms of 


some specific issue on which the two parties lock horns 
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and some crisis has to be solved. I think there is 
another way of getting at this; I believe it would 
be extremely desirable and helpful to Canada if a 
special board of some kind were established, possibly 
a Royal Commission -- I do not know the refinements of 
organizations here -- but a special group to sit down 
with labour and management and the railway ars 
and to inquire into the total scheme of rates, and let 
uS say wage rates, rules and working conditions. 

COMMISSIONER MANN: What did you have in 
mind? ‘Was there something along the lines of that 
committee that is now or is about to be established 
in the United States regarding rates? 

MR. SAUNDERS: Yes, that is exactly what 
I had in mind. It is something that would have to be 
amtered into by both sides with the idea. not of 
negotiating a particular contract, but rather with 
the idea of seeing is it possible to arrive at a 
whele new system which will be fair to labour and as 
well give management an opportunity to achieve some 
economies that ought to be achieved. I believe there 
is a great prospect?for long run good for management 
and labour under such a system, but it cannot be done 
if it is trought in in a particular wage crisis or 
wage negotiations and with a chip on the shoulder and 
a strike vote being threatened or management saying, 
"We will not yield an inch", and so on. You simply do 
not get fair treatment on these basic long run issues 


except in an atmosphere that is unrelated to the immediat 
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problems of the day. 
MR. MacKIMMIE: Thank you, Mr. Saunders. 
I did not want to discuss any labour costs, Mr. 


Chairman. You may answer my friends now. 


CROSS-EXAMINATION BY MR, SINCLAIR: 

Q. Mr. Saunder, oh regard to this last 
labour matter that you seem to have spent some time on, 
have you ever done any specific work in dealing with 
Canadian labour organizations in the railway industry. 

A, .8oO Sir, 

Q.. Have you made any specific study of 
Canadian railway labour agreements? 

A. Well, I have looked over the general 
rule books of the Canadian Pacific. 

Q. Contracts? 

A. Yes, but I do not think I have made 
any special study of it. 

Q. I did not say the rule books, 

I said labour contracts. 

A, I have not done it on that, no sir. 

Q. Have you studied the Canadian 
Firemen-Diesels issue? 

A. I am generally familiar with it 
end results. 

Q. Have you studied the development of 
the issue and its full considerations? 

A, I have read about it. 


Q. Have you taken a look at the 
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transcript of proceedings? 

A. No sir. 

Q. Have you looked at the parties appearing 
and what was necessary to bring that matter to a head? 

fun No ein, 

Q. Did you ever look at the proceedings 
with respect to the brakemen's organization and the 
adjustments of working conditions of another railroad 
involving those organizations? 

A, No sir. I do know in general that the 
relationships of the problems are similar in Canada and 
in the United States with respect to what we call the 
running eee ous I believe, in Canada. The method 
of pay and the general concepts of operation is similar in 
both countries. 

Q@. In your appraisal in volume 1 in the 
first three chapters you exe placed great reliance upon 
the comparisons of statistical data developed in Canada 
and that developed in the United States. 

A, » Yes. 

Q@. You agree, Mr. Saunders, that much 
care has to be taken in making comparisons to make certain 
that you are comparing like with Like. 

A. One should always be aware of that 
problem, yes sir. 

Q. My question, Mr. Saunders, was. that 
much care has to be taken in making comparisons to make 
certain that you are comparing like with like. 


A. Well, I qualified my answer possibly 
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without explaining it, because wiki) wea ba should 
understand what is in the data which one is comparing 
and the circumstances underlying the data, and then 

one makes one's comparison and then one stops and asks, 
"Now, what does this mean?" and then you can make the 
comparison and then you have to evaluate what conclusion 
you come to. 

Q. I suggest to you, Mr. Saunders, that 
if the data that you are using for comparison is nat 
like with like that the statistical conclusions or the 
conelusions that you may draw from the statistics can 
be very misleading. 

A. Well, I say you have to be very: careful 
with how you draw your conclusions. Now, I can see your 
faving data that are not exactly comparable and still 
coming out with a general conclusion -- if the differences 
in the numbers are very great and the differences in the 
underlying definitions are very small -- your conclusions 
may be sufficiently sound. But on the other hand there 
are conditions under which you Roe not justify it in 
drawing any conclusions; you have to be careful, and 
that is all I can tell you. 

Q@. And you are exercising a very large 
degree of judgment when you are first comparing these 
statistics and then any conclusions that you draw from 
them,correct? 

A. Well, the words "very large" are 
troublesome; sometimes you have a very large degree 


of judgment and sometimes you do not. 
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Q. Some people have not got the 
facilities to allow them to make a judgment analysis 
and so therefore they must allow the figures to speak 
for themselves, is that correct? 

A. . That can be, too, yes sir. 

Q. Mr. Saunders, are you aware of a 
rather deep feeling in Canada that many Americans make 
the mistake of thinking that our countries are 
comparable? 

A. I am very conscious of a great many 
areas, yes sir. 

Q. Canadian economy, I suggest to you, 
is quite different from the American economy; do you 
agree? 

A. That is a very general question, Mr. 
Sinclair. Generally, yes, I agree. 

Q. Now, a comparison of the economies of 


nations, I suggest to you, is a most complicated economic 


appraisal. 

A. Is there a question? 

Q. Do you agree? 

MR. MacKIMMIE: What nations? 

MR. SINCLAIR: Any nations. 

MR. MacKIMMIE: Take the Congo and the 
U.S. 

THE WITNESS: It is a very abstract 
question. 


MR. SINCLAIR: Or Alberta and Quebec; 


even within nations if you want to go to that. 
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MR. MacKIMMIE: Take Cape Breton and 
Halifax County. 

MR. FRAWLEY: There are lots of Canadians 
in both places. 

THE WITNESS: I think it is obyious 
there are many areas which have quite different economic 
foundations and the conditions and so forth, but there is 
only one simple answer to that, certainly there are 
many areas where they are different and you have to be 
careful when you compare them to be sure you are coming | 
to sound conclusions. 

MR. SINCLAIR: @Q. Mr. Saunders, you agree 
in making poetical comparisons, and particularly 
in using specific statistical ipaee ater nseteet it is 
essential that you find that the basis of these 
statistical measurements is the same, number one; do 
you agree? 

A. Yes, generally. 

Q, And the second thing is that you 
must make certain that there is a reasonable 
comparability and reliability ~of the data? 

A. That is right, and again always 
in terms of how you are going to use the figures. 

Q. Well, if you are going to make 
statistical comparisons, unless you have those two 
essentials which I have spoken to you about, you then 
have to make weighting factors dependent upon judgment; 
correct? 


A. You are really asking, I am afraid, 
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something that strikes me as a very philosophical questio 
and I am having difficulty giving you simple answers, | 
because’ the dugetisme nave a very deep flavour. 

Q. Let me see if I can help you with a 
specific question. 

Ay, Please. do» 

Q. In tectindted States highway 
transportation is closely regulated; correct? 

A. Generally, yes sir. 

Q. And the Interstate transportation; 
highway’ transportation in the United States has- been 
under control and regulations of the Interstate Commerce 
Commission Poruas bade umber of years? 

A, Yes, 

Q. Is there any area in the United States, 
Mr. Saunders, comparable in relative size and 
importance in the economic fabric as Alberta is to 
Canada that has no regulation no highway transport? 

A.” I) do net believe so, 

Q. Now, would you look a your table 
2G to give you a specific in dealing with matters which 
we have been discussing. This is on page 12 of wlume 
1, and here you have made a comparison of statistical 
indicators that you have developed on freight | 
transportation relative to population in Canada and the 
United States, and this is the basis of the kee 
ton miles per thousand population. Do you have that 
before you? 

A, » Yes gir. 


Q. And these are developed from public 
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data, as you have indicated, government statistical 
data; correct? 

A. Yes. 

Q. From both countries. 

A. That is correct. 

Q. In the Interstate Commerce Commission 
data, statement 568, February, 1956, and which was the 
statement upon which the statistics were compared, I 
noticed this: 

"All Ton Miles by Motor Vehicle between 

cities and between rural areas and urban 

areas are included, whether private or 
for-hire, common or contract. Barat to 
rural moves, city deliveries and movements 
to or from contignous suburbs are omitted.' 

Now, I find in Motor Transportation Traffic 
a D.B.S. publication in 1958, in regard to statistics 
in Canada, the following: 

"All ton miles performed by motor vehicles 

in Canada including private urban ton 

miles." 

You will agree, therefore, Mr. Saunders, 
that the basis of the statistics as developed by 
Canada and the United States have different measurements? 

A. Yes, sir, somewhat different. 

Q@. Did you know that? 

A. I know we looked at the definitions; 

I do not recall knowing that particular fact at the 


moment, but I will say that we used in every case a 
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source and a definition that we found as closely as 


we could that would match in both countries. 
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Q. As closely as you could: that is the 
key, is it not? 

A. Yes, sir. Unless you are going to 
earry this on to Rp mecca I think it would be very 
unfair to leave it there without saying what we said 
about it. 

Q. iI would carry it on to show the effect 
it has on some of the views. 

A. Thank you. 

Q. It was just that it was said that what 
I put to you was philosophic, so, to pick up an example 
-- and maybe so that we can have it just complete as to 
what I have in mind I can give you this example: did 
you know there was general dissatisfaction in D.B.S. 
as to the reliability of their truck transport 
statistics? 

A... Yes, sir. 

Q. wnd that it is generally agreed that 
truck transportation statistics as developed in the 
United States by the Interstate Commerce Commission, 
because they have been at it longer and uhesielich better 
reporting services, are much more reliable than those 
we have available in Canada today? Do you agree with 
that? 

A. In a degree I think I would agree 
with it; not entirely. We have a lot of problems with 
the data in the United States too. 

Q. I said "much more reliable" than the 


statistics in Canada. 
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A. And I am qualifying my agreement with 
you by limiting the eoncept of “much more". We have 
had more experience with it and lived with it a longer 
period of time, but there are still problems in 
estimating the ton miles in the United States too. 

Q. Have you ever looked at the percentage 
of replies to inquiries for basic statistical data in 
the United States as compared t Canada? 

Re HOP-BLY. 

Q@. Did you know that in Canada D.B.S. 
were so dissatisfied with the percentage of replies that 
they called for help and they made numerous requests of 
people to try and assist them in getting the paapas 
in the trucking business to send in data? 

A. Iam not aware of that fact. 
Actually,I think we ought to keep this in perspective. 
These have to be estimates. They are estimates in 
the United States but possibly to a lesser degree; but 
they are estimates, and they do not really just depend 
on a questionnaire -- taking the numbers on a report 
and adding them up. As a matter of fact it is possibl 
wasteful to stand here and compare defects in your number 
and defects in our numbers. We have a lot of defects 
in I.¢€.¢. statistics, motor carrier statistics 
particularly. These are problems, and I appreciate it 
is a problem, but I submit to you, despite that, our 
general conclusions are essentially very simple on 
this point. 


Q. Well, let us take one of your other 
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examples. You make a key factor in your approach 
population, and in developing population in your 
statistics you make it clear that you are taking it, 
for instance, in relation to the area; population per 
Square mile is one of the key statistics used in your 
Pare .£3 correct? And from that you have excluded 
the territories ae Canada to bring them into more 
reasonable balance; correct? 

A. That is right. 

Q. Here you have exercised a judgment 
and applied the population statistics tcO-- correct? 

A. That is right. 

a. I am going to suggest to you that if 
you were going to exercise that judgment in a more 
meaningful way what you should have done is figure the 
Canadian area on the bieveuet an area which is 
reasonably habitable compared to the area of the United 
States? 

A. That would be a very useful comparison, 
I agree. 

Q. And that would much improve what 
you have done? 

A. There is no question about it. You 
can look at the map on the wall there and see the 
effect is to narrow the band to this roughly 300 or 
400 miles shown across the lower one-third of Canada, 
and that would be essentially where the population is. 

Q. And this would change the numbers? 


A. Yes, sir. It still would be true 
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that Canada is more lightly populated. I hope you 
will not take every figure here and worry with it as 
to whether I am casting some aspersion. I am merely 
giving the general setting. 

Q. I am quite sure any aspersion you 
casted would not be deliberate -- it was that it just 
fell into the language. 

A. Thank you, I appreciate that comment. 

Q. You have noted in your submission that 
the economies of Canada and the United States are at | 
different levels of development; correct? 

A, Yes, sir. 

Q. Do you think as an economist that it 
is possible to draw a conclusion that notwithstanding 
these dif@erent stages of development of the two 
etoutce that we may look into the future of Canadian 
economic development and say that the development 
pattern of the United States in its greater maturity 
points the way where the Canadian economy will finish? 

A. I certainly think it is possible to 
look into the future and draw the conclusions I have 
drawn.. 

Q. You do? 

A. Yes, gir. 

Q. And specifically one of those 
conelusions was that we may look in Canada for the 
development of the relative position of rail being 
in decline; that is one of the specific conclusions you 
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A, Yes, Bir. 

Q. Mr. Saunders, in your studies of 
the Canadian economy did you -- ane I suppose you did 
because this is the latest book -- study Cave and Hope 
"The Canadian Economy" whieh was published last year? 

A. No, sir. | 

Q. You did not consider that the study 
that had been done ee ee to project the ieee 
economic growth was one that you should have looked at? 

A, It would have been desirable, and I 
am sorry I did not know about the book and I did not 
have time to look at it. I am sorry I did not know 
about everything there was to know. I am sure there 
are a few decisions you have et read in the course of 
your deliberations this last year. 

®. That is for sure, but this is 
important. I will tell you why this is important: 
it was a specific study supported by a transportation 
organization in Canada, and the book is rather a large 
one. 

A... 1 see. 

Q. And it is published -- you are a 
graduate of Harverd, are you not? 

A, Yes, sir. 

Q. You get the material that comes from 
Harvard about new books? 

A. Usually asking for money. 

Q. Well, not when they are talking 


about new books. Are they not interested in making 


+ 


bih Vote esoggwe I bag +- perf 


SOK Hite aved yasra -- ood vietas, og. a2 eae 


mt i‘ pada a ch : hes 


i . 
Y : = . Ad ve ‘ ee 4 : Md ‘eift 
Rago Gael Dbedatidued ae 1 tho Fete ‘Semen fiatbaed i ts 


“ A ys - '‘ 
wars coe 1) 


Rs -} ~~, ~ $ “tt ’ a & ay f > ’ 
it sbanad rit bap Set ee | w gn > ot. i oe 


" once ent ; Py Dea t 4 ata ) fi 
Bc! acest & ot ee we Ole AC ¥ E> ae ee OARS aw siswouk ; 


te ay 


a =~ - 
; 7 a —. . oe 4 
7 < -— : 
“a => =~ = oF 


eg 
i 
~) 
; 
¢ 
2 
— 
’ 
= 
~ 
? 
> 
 ] 
> 
Ne 
— Ps 
_— = : 
4 
a 
G 
i 
_ 
an 
> 
> 
— 
> 
~ 
<2 
= 
‘ 
Sa 


' h \ ei he ; ss ee cove a's es ( ; 1 mein 
a Wood, FOR biG ZT. vrsee. gmat iTk TR Kool oF sak: 
Po a te i “ . 4 * ‘ ~_ = ‘ | ied y w fw 
tin Date Tam 2 » i arte Pry Ln SL eG mrt ti i y Heed foes twod . S 
on over pov enotatosb wat zs 
i 


5 ; ‘ ; ‘ , | yy 7 ; 
rae 0) a faey Joal sidy anotiervedifeb woe ‘. 


ies 
vy) ; 
Hf : : e / 
A a , “ty fy ke tae n ‘aa 
I, GA se vee mM ny) lp ye L * +e. 0 
TP) ay s 
a + 4, iad - v - - 
; y “4 ; ap" ; i 
4 j Lys 4 i x rl Md ¥ [ ; & ri w : 
} ; m ) 
; f [a3 oy ca ’ '5 x 0 | 
“1 Jue Sw 4, DiS . 4 ee \ 1Girs ae re) } 5itias 
¢ 
na wo * ' i te a o> f. r 
a Ls wiky t » ar ‘ A if e f Ld Ls 7, rt 


~“O-* 


— 


— 2 oe 


¥ 4 
. 2+} SoS Jf os 
t ee BT lerdal 
£ f WOG += ter 5G JQ BA 3i Dna P 
ST 
i w ee 
if T7002 voy ors , breve & 


Mois gerd Teds Latrotsey edv dh: NOX 2 


A 


ANGUS, STONEHOUSE &'CO. LTD. Saunders » CPrve@xXs 21033 
TORONTO, ONTARIO 
(Sinclair) 


{ 


Sure their graduates Keep up to date with the work in 
the economic field? | 

A. I am just not aware of the book, but 
I would be happy to know what is in it that is different 
from what I have said, if you could tell me that. 

Q. Well, I will do that a different way. 

A. May I have the name again? 

Q. . The Canadian Economy, by Cave and 
Hope. The basic difference in the economies of Canada 
and the United States, and critical in the assessment 
of the future development and their impact, I suggest 
to you, is the orientation of the economies, the general 
orientation of the economies of Canada and the United 
States; would you agree? 

A. I do not know what you mean by the 
question. 

Q. I suggest to you that the general 
orientation of the economic development of Canada and 
the Upited States is welts different; do you agree? 

A, You are using the same words, and I 
still do not understand the abut clas 

Q. What is bothering you? 

A. “General orientation". 

Q. Well, general orientation is based on 
the resources of the two countries and must necessarily 
be. 

A. If you are asking whether the 
resources are quite different, yes, they are, and 


"does this have an effect on the economies?" -- yes, sir, 
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it does. 

Q. And I suggest to you that the 
orientation of the eaksanan economy in the foreseeable 
future and its development in ten or fifteen years looks 
towards the development, of the extractive industries. 

A. In Canada? 

Q. Yes. 

A. It certainly is a very important part 
of the prospects of Canada's development; there is no 
question about that. 

Q. And that the horizons of the extractive 
industries in Canada are bright? | 
| Ae Yes;  s2ry 

Q. And the development of the extractive 
industries in the Canadian economy are rail 
transportation directed? 

MR. MacKIMMIE: Oh, no. 

MR, SINCLAIR: Would you agree? Do you 
want to answer, Mr. MacKimmie? 

MR. MacKIMMIE: Yes; pipe lines. 

MR. SINCLAIR: Well, we will deal with 
pipe lines -- I will be very glad to deal with pipe 
lines, but I do not know whether to cross-examine Mr. 
MacKimmie or not. 

MR. MacKIMMIE: Well, you make the 
statement that all extractives go by rail. You know 
better than that. 

MR. SINCLAIR: I do? 


MR. MacKIMMIE: I think you do. 


. 
" 


aed gay of taeame: +a sep Ae 


>) hip=e 


aw 


‘ie as 
\ Bidaboawuc? suid md qsoitbes dobtenes netic! 


+ nt aigowersb, eat ot amid 


+ 
lie ' 


aris ‘to sromgetewab oid 8 


Ose uhttdieert yrev 6 at vlaterws 


ut e 


tants tyode. sanreaiae 


. Pe f a sal i. 
& Rig et a 1s ) Suid i 


ern . abe ay 
Pgh oper, rh Os Ps: ainog scuba 
a Le 


yer J > ‘oy yy 
stot toaM lo ewetia 


aM Pe | 
<r 4 Oey baie 
THI AIO 


bein vwrev ad EL bw DT -= 
Petar TRH. aM ess. Oe 
aev tiowitxe fhe aarti’ 


“seb Py aman : 


fing + 


ANGUS, STONEHOUSE & CO. LTD. Saunders, cr.ex. 21035 
TORONTO, ONTARIO (Sinclair) 


MR. SINCLAIR: Well, I think I would 
rather have this witness answer than Mr. MacKimmie. 

MR, MacKIMMIE: I am sorry, Mr. Chairman. 

MR. SINCLAIR: Q. I am asking you for an 
answer to the question as to whether the development 
of the economic orientation of Canada to the extractive 
industries is rail directed? 

A. It depends on the particular extractive 
industry, and it depends on location too, of course. 

Qs Nes. 

A, One can conceive, for example, of 
developments in British Columbia which might have very 
little rail movement even though they involve commodities 
which we customarily think of as rail bound, such as 
coal. or ore. 

Q. Specifically taking British Columbia, 
just what exactly did you have in mind? 

A. I am not touting any investment 
See ees’ or anything. 

Q. No. However, I would like to know 
what you have in mind from your study which is behind 
your answer to my question. 

A, well. British Columbia is an obvious 
place of tremendous natural resources and I am convinced 
in my own mind one of the great development areas of 
this continent, and I wish I had a few pieces of it, 
because I am sure it is going to be one of the very 
important areas for development in the next generation. 


But its physical location being as it is, on the west 
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Coast, might result in the development and exploitation 
of ore and coal, let us say, which would have relatively 
little rail movement. 

Q. From where in British Columbia -- 


what part? 
A. Well, whatever part it happens to 


be in. I am just saying it is close to the ocean in 
British Columbia than it is from Alberta. | 

Q. Do you think that one of the large 
development areas of British Columbia is the Kootenay 
Region? 

A. I do not know enough about it to 
pick the spots. | 

Q. Do you know where the Kootenay Region 
is? If you do not, I am not surprised. 

A, I should know because I have seen it 
on the map, but I do not think I am sure. 

Q. That is southern British Columbia. 

A. We have it on the Canadian Pacific 
divisional map. 

Q. I suggest to you there is development 
in there and there is projected development arising 
from the Columbia Power Development; correct? 

A. Yes,. 2%. 

Q. And I suggest to you that the 
development that is going on at Kraft and Celgar in 
British Columbia is rail directed? 

A. That is fine and that is wonderful, 


and I am glad for the railways it is happening. 


Q. Did you take that into account before 
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you made your as#essment? 

A. I did not take that particular thing 
into account, but I would like to tell you this, Mr. 
Sinclair: every industry today is becoming increasingly 
conscious of transportation cost, and among the industrie 
that are so conscious are those which handle bulk 
traffic, and one of the things we have always thought 
of as rail bound is coal, and I would not be surprised 
one bit if fifty years from Peay the volume of coal | 
dug out of the ground was higher considerably than today, 
and yet the rail ton miles could be less. 

Q. Well, let us not go fifty years ahead. 

Ag ‘Well, twenty-five years. | 

Q. Let us keep within my area -- ten or 
fifteen years. 

A. Iwill say fifteen years. I do not 
know about the total, but 1 can see how there may be 
many a ee in which coal -- coal may not even be dug 
out of the ground; it can be converted into gas in the 
ground ae moved by pipeline, or converted into 
electrical power at the source and the killowatt hours 
move over the line instead of gross ton miles. 

Q. We have even done that in Canada. 

A, Then I am not telling you anything 
new. 

Q. Let me ask you specifieally instead 
of generalizations. Do you know where Cheviot, 


Saskatchewan is? 
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! 


Q. Do you know the area that runs north 
from Regina and the area between Regina and Saskatoon 
in Saskatchewan? 

A. I know it is there; I do not know 
much about it. 

Q. Have you eyaaies its development 
phase and the impact of the development phase in the 
area upon Canadian economic and Canadian transportation 
requirements in the future? 

Ag 9 3G posers 

Q. Do you know anything of the potash 
developments in Saskatchewan. and their effect upon 
rail Pranpeorie ait 

ant No, sir. 

Q. Have you any idea where Rimby, Alberta, 
is? 

Af ahoyosiny 

Q. Do you remember the line of Canadian 
Pacific running between Calgary and Edmonton? 

A. I am sorry; I was getting a map. 

Q. Yes, the line of Canadian Pacific 
that runs between Calgary and Edmonton? 

A. I lost your question. 

Q. Iam trying to pin-point Rimby, Alberta 
the line of the Canadian Pacific that runs between 
Calgary and Edmonton. Do you see this line that swings 
out from north of Red Deer and swings back in just around 
LeDuc? 

A,. Yes, sir. 


Q. That is one line you have designated 
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as a light density line in your exhibit 156? 

Age. Yess Sar: 

Q. Do you know anything about 
developments in the Rimby area which is about the 
center of that -- or, south of the center? 

A. Wo, sir. 

Q. I suggest to you at Rimby there has 
been developed one of the largest sulphur extraction 
plants in Canada and it will go into production in the 
next few months? 

A. That is fine, but I do not see how 
that bears on what we were discussing. 

Q. ‘Ana the movement of the traffic 
from that plant will be long distance by rail? 

MR. MacKIMMIE: Mr. Chairman, I would - 
like it clearly sdanwced that when my friend puts 
questions to the effect that a certain plant is the 
biggest sulphur producer --- 

MR. SINCLAIR: I said one of the biggest. 

MR. MacKIMMIE: Yes, one of the biggest; 
that it is his statement and not the witness's. He 
has got the habit of putting it to the witness and then 
saying, “correct?", and whether that means that what 
he says is correct is a different thing. When my friend 
says the Rimby plant is going to be one of the bigges 
sulphur plants in the country, it is Mr. Sinclair's 
statement. 

THE CHAIRMAN: You have made it clear. 


MR. SINCLAIR: I do not know what he has 
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made clear, except Mr. MacKimmie should give evidence. 

MR. MacKIMMIE: I was hoping Mr. Sinclair 
would stop giving evidence. 

MR. SINCLAIR: If this expert comes here 
and wants to disagree with a statement, that is his 
privilege. 

THE CHAIRMAN: I am sure. 

MR. SINCLAIR: Thank you, Mr. Chairman. 

Q. I am going to suggest to you you have 
not studied and you have not got the means for studying 
resource development in Canada and its effect on rail 
transportation in the future; would you agree? 

| ee I would agree to this extent that I 
have not studied these plants and these particular 
mines and so forth, and if I were to go back twenty 
or twenty-five years in the history of the United 
States and do the same thing I could say whether a new 
mine opened up here and a new smelter there and new 
operations of some other sort. Economies are ina 
constant state of change and development. But despite 
all the individual plants that you can cite and despite 
the fact I would agree that the extractive industries 
are a very important part of Canada's future, I think 
I am still in the position to give you a general 
assessment of the trends of Canada's economy. 

Q. Notwithstanding the fact you have 
not studied the impact and the potential industrial 
development in Canada and determined as nearly as you 


can how this traffic is going to move and where it is 
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going to move? You really think you can do that? I 
want you to think about that. I want this answer to 
be carefully thought through. You really think you 
can say that as an economist? 

THE CHAIRMAN: I think we will have the 


recess now. 


-~-- Short recess --- 
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THE CHAIRMAN: Order, please. 

MR. SINCLAIR, Q: May I. put my question 
to you again, Mr. Saunders? My question is: go 
you say as an economist that you can, without an 
intensive study of the extractive industries and 
their markets, appraise the effect on economic 
development inthe foreseeable future upon rail 
transportation? 

A. My answer to you is, I can make the 
kind of appraisal that I did make. I think your 
questions have led down a by-way here which is not 
the direction I was going in when a. made my study. I was 
not making a forecast of the ton miles of rail 
traffic. What I mid on page 23 of volueo nike 

"In the future, it -may be an even 
more difficult struggle for the 
vailroads to maintain their share 

of the total gross national product." 

I was not talking about ton miles. I 
went on to say: 

"As the economy grows more complex, 
its output will be less and less 
suited to rail transport." 

Now, I auwess to you that nobody can 
disagree with those statements. | 

Q. Is it on the basis of those veitaustin 
you make your conclusion that the railway is a 
declining industry? | 

A. Let us see where you get that. Where 


did I refer to that? 
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Q. That is one of the findings or conclusions 
that I asked a question about before, whether it was 
your conclusion that the railways in Canada wags a 
declining industry and your answer was yes. 

A. I will have to let the meee speak for 
itself on that. I am afraid if we are going to have 
that Kind of cross-examination I am going to have to be 
a little aSacreaiic a0 in my answers, 

Q. I wish you weuld be, that is why I am 
asking the questions. te 

A. ‘Laistrying to be helpful to the Commtasio 
and make progress with the essential theme of the — 
story of what we are trying to accomplish but if your 
questions have a loaded flavour -- 

Q. We do not cross-examine that way in this 
country. 


A. I appreciate that but I do not think I 


Q. This is not the United States. 

A. .It is. not a court | room either. 

Q. Oh, but we are trying to test the basis, 
that is all we are trying to do for the benefit of the 
Commission. 

A. I am not in any disagreement with you, 

I want to clarify something here; I was not at any 
point saying simply and aes en the railways are 
declining. 

COMMISSIONER BALCH: | They have declined, 

I would say. 


THE WITNESS: I said “hey have and I was talking 
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~~ 


of the share of the market but in this discussion 
somewhere it has got from qa relative to a physical -- 

MR. SINCLAIR, Q: Commissioner Balch says 
they have deciined; they have declined on what period? 
You “think the base igs important, do you not, that is 
the eyil 

A. What I have been talking aout is the 
share of the market which the raiiroads can look for. 
What they have had has been declining. 5 

Q. But the industry as a whole, the rail 
transportation as a whole in Canada, you will agree with 
me will you not, based on your study, looks forward 
to development, increaseg in capacity, size -- 

yh. Yoo Our ae-i)et into that question. iT! 
expect the railway industry in Canada to develop, » 

I hope it will but I do not e&pect it to have an 
increase in overall plant. 

Q. You do not expect it to have an increase 
in overall plant? 

A. No, I think it would be a further tragedy 
if the total miles of rail twenty years from today in 
Canada were greater than they a today. Before you 
start the next question let me add this: I appreciate 
there are going to be new developments and new areas 
and obviously there will be ia ete des of raflroads 
added, perhaps hundreds.of miles in particular places. 
However, I am also saying there will be other places 
where you take them up and if this rationalization plan 
as referred to was carried out I would be absolutely 


K 


convinced that the total railway plant in Canada twenty 
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years from today should be lesa. 

Q. Well, let me suggest to you that -- 

A. Iam talking about miles. 

Q@. Yes, miles of track. Let me suggest to 
you before you can make that assessment it is 
essential that you make an intensive study‘wf the & 
development wef the resources and extractive industries 
of Canada, the markets of these industries and the 
traffic that will result. | 

A. No sir, I do not think so and I would like 
to teil you why. I cannot conceive of development ‘being 
go diffuse throughout Canada, I cannot visualize where 
they can be in sufficient volume so you would add 
enough miles -- I am talking about five or ten thousand 
miles --- 

Q. You doubled the figure you put for twenty 
years a few minutes ago when you said 5,000. 

A. We took that one too. I gave you a 
figure in my original report and I think it is a e 
reasonable and conservative figure. I do not not say 
that is the maximum you can conceive but I cannot 
conceive of even 5,000 miles of new radlroad being added 
in Canada because of extractive aes aa I think 
what you have overlooked and what I conta pin this 
entire thing on -- that is a rash statement, perhaps 
I should not say it -- certainly an important factor 
in the development of extractive industries is that you 
do not pul Se nei new railroads in most cases but 
you run a track up to an existing line. I know the 


Quebec Nortr Snore and other railroads have been built 
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but, generally speaking, in a process of development 
you merely mean the addition of segments of line 
to the existing property. 

Q. Let us look at what type of segments 
there would be. Let us look at Quebec: here is @4 
map before you here and do you see Ungava Bay up in the 
top part of Quebec? 

A. Yes, gat. 

Q. Do you see Lake St. John? 

A. Yes; gir. 

Q. How many miles do you think it is from 
Lake St. John to Ungava? 

A. I don't co 

Q. You tee “have an 14¢a? 

A. I will accept your estimate. 

Q. ITam not going to make estimates, I am 
asking you to make them. Do you know where Knob Lake 
igs in Quebec? 

A. I do not believe go. 

Q. Well, that is the terminus at the present 
time of the Quebec- North Shore and Labrador. How 
many miles do you think that is at the present time? 

A. 2 do “not ree@il. 

Q. Have you any idea? 

A. I have seen the figure. 

Q. Is it l, 2900 miles? 

A I aoe hE tecall al Lue. 

Q. Well, from Knob Lake to Ungava Bay, how 
many miles would you think that would be ? 


A. I just don't know. 
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Q. What do you think of the development above 
the lakes in Manitoba, do you think there will be 
railways required there? 

A. It depends on the developments in that 

area. 

Q. Have you read the Little report? 

A. No, sir. j 

Q. What. do you think of the developments 
in the northern part of British Columbia and Alberta as 
to the requirements for pasar es 

As I don't know. | 

Q. Have you read anything about the 
development of Pine Point? 

A. ' I don't recall, 

Q. Do you know where Pine Point is? 

A. No, gir. | 

Q. Now, the statistics you have used and 
the way you have interpreted them, Mr. Saunders, have 
lead you to believe there is a marked difference in the 
utilization of line transportation facilities in 
Canada as compared with the United States; correct? 

A. Yes, @ir, 

Q. Your conclusion was that highway density 
in Canada is somewhat greater than the United States but 
that in rail transportation the opposite pertains; 
correct? 

A. Yes, I said in Canada the highway density 
is somewhat greater than the United States. 

Q@. Yes and. that was based on the fact that 


you developed your basic statistics on intercity ton 
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miles, as you define them, but you really used the 


data that you got from the DBS which included more 


than intercity ton miles. 


AL oryeg, air. 

Q. And you restricted your mileage in Canada 
xe) Cered tl ciweys alone; you make that point? | 

A. I think I dso gave you gome cares when 
we were here the last time with the effect of including 
all highway miles. 

Q. Did you? I looked for that but I have 
prepared a little document that does include them for 
both the United States and Canada. I will show that 
to you and ask the reporter to take it into the 
record. The sources are shown and they are sources, 


I think, that you used, your comparable sources. 


Miles of Railroads & Highways per 
1,000 population 


Canada vs. United States 


Canada United States 
ll 2 1 2D 


Railroad Highway Total Railroad Highway 


1940 SUT 10.2 she > ee nea. 
1945 3.5 10.9 14.4 Hyg 11.3 
1950 3.1 12.4 15.5 L% 1305, 
1955 2,8 12.7 15.5 1.3 11.8 
1958 2.6 14.8 17.4 a 12.0 
1 - Rail mileage - miles of road owned. 


2 - Highway mileage includes, paved, gravel and crushed 


stone, but excludes earth and unimproved roads, 
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Source: Same ag T:ble II - 4: 
CANADA - Rail: Canada Year Book 1959, 
pages 775 & 1250. 
Highway: Road & Street Mileage and 
Expenditure 1958, #53-201, 
D.B.S. (April 1960) 


Meus ~ BALL: Transportation Statistics, 
Bureau of Transport Economic 
and Statistics, Interstate 
Commerce Commission. 

Highway: Highway Statistics, Summary 

| to 1955, p. 77, Also 1956 
a Od., 1957 “9.5 Hm. 1635 
1958 ed. p. 107. 


ies): Fou might compare this document that I 
am asking to be taken into the record and this is 
headed "Miles of Railroad and Highways per 1,000 
population". I would describe this as a revision, 
perhaps a new edition of Table II - 4 in Saunders 
Volume I, page 10. Now, looking at the revised 
edition of Table II - 4 --- “ | 

Aden 22 ch irecuksa jan t check for a minute 
before you get into it. too Lar. I think I did read 
in the figures for 1958 and I want to check those out 
here. They same to be the same figures, I think. 

Q. Would you accept the figures subject to 
check? 

A. I am about to say as of 1958 the figures 


seem to be the same as what I have or, at least, we 
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are in the same ball park. 

Q. Now, the only thing I have done with 
this revised table II-4 is to include surfaced highways 
although not paved for both Canada and the United 


States. 
A. Well, I don't know. 
Q. That is what the document says. 
A. I ama little gun shy now. 
Q. Task you to accept them subject to check. 
A. I see in 1958 the figures are the same 
as what I have. I will go that far with you. 


Q. Well, in view of the way that the 
statistics are developed for highway transportation in 
Canada you will agree that this type of highway mileage 
more reflects the plant that produces the ton miles 
as developed by DBS than paved roads alone? 

A. Not really. This is exactly the 
Same problem that we went through in population per 
square mile. You asked me whether it would make 
sense to take another step of refinement beyond the 
one I took on population, I could have taken the 
whole country and divided it into population, but 
that to me is meaningless so I scaled it down. I 
took a middie position. You say I ought to go further 
than that because most of the people are in the other 
band. Now, I actually did the same thing on this 
highway railway density in as much as I did not ‘fake 
all the miles, I took the part that more nearly ie Pini 
the place where the principal traffic is handled. Now 


you are saying I ought to go back and use all the miles 


: wx 


 ditiow p06 await - 3 gin tee) et 


ff 
‘ vit : 


8 fijpetaoe ‘steceat 99 oe asin be 
petlay ‘ort bis abated ition 0% berea ‘ton 


‘weinnt hob 2 ; (brow er Mae 
a Feit ah Feat see) 
, +o ‘ote ang onvahe & me + aA ; 
“At Jateowto oil toot dh “th isu tasous of OY v das I ae 
oe oid es aomuige ent Seer ar en sunt esl 
dae ena : texkt 0 ftw. fF 
“a ben wor pit ttoW ‘e 
P wonvars 
| egued to’ 4 ANY enisyst mhelt + eutt ‘eons he bw bo al 
| wou ete rl foottex aes: 
Ca ae beveq want ae wa 


oy 


peranitin 0 on a 
ak tt bole vs inst ‘Wttavoo oro 
betada a Ne outage: et oa of! eat 
rah) sau GR Mery, sn Hitvog hetahceanl B 0 
elyouy | art to ¢80H etuBo 
‘@ nd weskitd 215g aris mney 


bih x et did a8 hia 


AitaUS, STONEHOUSE & CO. LTO. Saunders, cr-ex. 21051 
TORONTO, ONTARIO (Sincla ir ) 


3 including all those rural roads. Now, I agree that 
| ‘ ; 
Ba can be done and I did it for illustration just as I 
5 could have taken the population for the grand totg1 of 


square miles but it is not the best economic yard stick. 


6 
7 Q. It is not the best in your opinion? 
Ay “Shat, 23 2ient.. 
8 
Q. What proportion of the highways of the 
9 


Province of Que bec over which highway transport is 

10 licensed would you think you had got by restricting 

11 your mileage count to paved highways? Did you read 
12| the submission of the Province of Quebec that was 

13 presented here last week? | 


A. No sir, I have not geen that yet. 


14 

Q. Have you considered -- 
15 

A. Just to leave that so it is not incomplete; 
16 


the miles over which they have licensed equipment does 
17 net bear on-the question of the miles over which ton 
18|| miles are generated. You will agree there could’ 


19 be a great difference in those two figures. 


20 Q. Let me ask you this: what proportion 
a1 in the Province of Saskatchewan would you think ton 
miles highway moving over paved highways and other 
“ hard surfaces, that is gravel, crushed stone or similar? 
> Have you any idea? 
- A. I don't know. 
25 Q. Would you think there would be a meaningful 


26 proportion of Saskatchewan highway transportation 
27 moving over what we call improved but not paved roads? 
A. Ido not know. | 


99 Q. Well, Mr. Saunders, I have also prepared 


30 


he bran, ont ted * eorsaniae wee Bit 


ia 


Mie ae Tio Rake. wp Y me teed etd fou at at 


i a 


tds: 7 ‘ett. ¥ 


-— bah ewig 9 


hie fo by poqont, ‘pectw eo 


nv) Or S 
aut nae hy 


“anttotadeor wit tn best pee Ho ta. HOY - pexow bezas 


3 now “Yaa anes a sonhvo rd een to ‘sotvaindve + 
| | aahall 


hae eee oor raved a whe beh a) 


tango voy evel Bi | 
(t eveel ot tant, iA 


rest mo Laie to 


Title hi alee em ted “0 
bik inade Ao pret: ot ante 8 ey 


Os BYR ae Caf, Heveq Tavo canines wanelg tt nent mn) 
errors ‘Rectiuatie . Leven tort, eeogs my a aa 
ae 
eae ra Hob zy of OES 
gad wow sigarty oaeiett Loy oe ee 
vb ermoqedexd Kenatgtet ciirenteteatese to. nok 
boweg tor dot bevengmt | Eteo ow heen, (2 


‘ Asia hom ob Be 


ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 21052 
: TORONTO, ONTARIO (Sinc lair ) 


another document that just carries forward the one 
we have just been looking at. Dn will catiy this 
Table II-5, Saunders revised. I will show you that 


and ask that it be taken into the record. 


Table II - revised 


National Productivity Status in 1958. 


Canada vs. United States 


Ratio U.S. 
Canada United States to Canada 
1. G.N.P. (Billions a | 
of current $) 32.6 ANT. 9 13.6 
2. Miles of Railroad 
(Single track) AW 125 218,399 4.9 
3. Miles » of highways 251,992 2,083,000 a3 
4. Total Miles of 
roadway (2 + 3) 296,117 2,301,399 7.8 
5. Population (000) 17 , O48 17 3e9c be 10.2 
6. G.N.P. per mile of 
roadway (1 +4) . 
($000) 110 192 Wy 
7. G.N.P. per capita 
G +5) ($000) 1,913 SyGb1) tos 


MR. MacKIMMTIE: Mr. Chairman, I wish my 
learned friend would say "Sinclair Revised". I do 
not know where this was prepared or where the figures 
come from but I assume he will have a witness to prove 
it. 

MR. SINCLAIR: If you will wait I will tell 
you where I got the figures. 

MR, MacKIMMIE: I am just saying that it 
is not Saunders, it should be Siaataie. 

THE CHAIRMAN: Mr. Saunders is not the author. 


MR, GINCLAIR: No, the author is the figures 
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Mr. Saunders used just put in a little different way. 
Now, in the document before you which is now part 

of the transcript, Mr. Saunders, what has been done 

here is to take Table II-5 but instead of using your 
restrictive mileage of highways I have used mileage 
developed in the document by using improved roads, 
highways paved and improved, gravel and hard surface. 

MR, MacKIMMIE: I wonder if I could see 
one of those. 

MR. SINCLAIR: I am sorry, I thought you had 
one. . 

Q. Now, looking at this document, Table II-5, 
revised, would you tell me whether you have any 
comments. I ask you specifically do you not think | 
that it improves the appreciation of the statistics 
that you have listed in your document. 

A. I do-not think it 1s a matter of 
improvement, it is a matter of trying to understand 
where we are going and what we are covering. I have 
no objection to making this kind of comparison if you 
want to make it assuming the figures are al11 right. 

Q. Subject to check? 

A. Yes, I have no objection to this kind of 
comparison as it stands. This is merely a question 
of whether the conclusion I have come to should be 
altered as a result of it. I felt it wag more 
meaningful from an economic point of view to leave it 
out. There is no secret about this, I gaid I put the 
figures in on miles the other way when I was here 


and I am perfect willing to let it speak for itself 
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assuming the figures are right. However, I just do 
not know what you are about, what conclusion you are 
drawing. 

Q. Let me see if you will agree with this 
conclusion: you made a point that in Canada there 
were more facilities rail perG@.N.P. per population 
than there were in the United States but that the 
reverse was true with respect to highway facilities? 

As ths BAY, 

Q. Now, I suggest to you that, looking at 
Tables II-5 and II-4 revised that it indicates that ‘in 
Canada not only are there more facilities rail but 
there are more facilities highway. 

A. Taking it that way that is what it shows 
but my point is that does not represent a complete 
or really meaningful economic measure because the 
unimproved highway is being equated with an improved 
highway and I do not think it makes as much sense to 
take over the development of two areas in which one 
is three-quarters or more unimproved highways and the 
other is a very much larger proportion of improved 
highways. 

Q. Well, why did you try -to compare rail 
mileage Canada and the United States? I am sure 
you will agree with this that the proportion 
of branch line mileage in Canada to a heavy density 
line in the United States is much greater, the 
relationships are entirely different. 

A. I said that, that is part of my point. 


Q.- All I am pointing out to you is just 
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because you have different types within the composite 
does not necessarily destroy the basis of the statistic 
because you have done that with respect to rail by 
taking the rail miles. ; 

A. But there is no question about the fact 
that Canada's railway capacity is much greater relativel 
than that of the United States, that the density is 


much greater in the United States than in Canada. 
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Q. And this also efit tine to the highways, 
is what I am asking mana to agree with? 
A. If you take all the miles, I will agree. 
If you limit it to what the others may think of as 
the principal highways from the economic point, I 
don't know that there would be that difference.- 
Q. The conclusion I asked you to pabsiuiss 
is\ théa, that the fact that there is more rail 
capacity and more highway capacity-in Canada than 
in the United States is a reflection of the economic 
demands for transportation in the country and is one 
of the basic differences between the economies of 
the two countries, do you agree wtth that? | 
A. I certainly agree with you that there is 
this dispersion problem-which is at the root of it. 
The dispersion of population, the dispersion of 
industry, that is one of the things <that contributes 
~to this light density of use of any of the 
transportation facilities; there is no question about 
that. 
Q. Let us add a few more. In the Canadian 
economy, ceréal grain, whieh is within the industry 
complex is export oriented in Canada? 
A. Yeas. 
Q.. And this requires-leng movements to 
export positions, correct ? | 
A. Yes. 
Q. TkRe metals industry in Canada is 
export oriented; the -location of the metal industries, 


‘mines, smelters, and it requires long hauls to markets, 
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correct, much longer than in the United States, correct? 
-A. I don't recall what the average hauls are. 
I guess we have them. Shall I look and see? 
Q. All you will do is you will pick up coal 
in the statistics , and I am talking about metals. 
A. I know; I heard you. Can.I see that 
waybi11? 
Q. Metals. Let us take, for instance -- 
A. I thought, you meant ores, like iron ore. 
Didn't you say ores? ’ ne 
Q. Metal.” 
MR, MaéKIMMIE: What metalg are you talking 
about? 
MR. SINCLAIR, Q: Lead and zinc. Mr. 
Frawley calls to. your attention Tadanac to Montreal. 
| MR, FRAWLEY: I am interested in it because 
of the kind of rate you give your own subsidiaries. 
MR. SINCLAIR: I heard that, Mr. Frawley, 
and if he has any complaint to make on the rate all ik 
he has to do is to walk downstairs and sign his koue 
MR. FRAWLEY: Just send a postcard. 
MR. SINCLAIR: Not even a postcard. 
THE WITNESS: In 1958 the average haut for 
concentrates was 131 miles. 
MR, SINCLAIR Q: ° I am talking of metals; 
dry metals. 
A. Tell me another one; I don't know what you 
mean. 
Q. Lead, zinc, metal. 


A. You mean in refined form? 
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Q. Yes? 


A. Well, let us take lead and zinc bars, 
ingots and pigs, it is 1614 miles; for 
lead and zinc it is 645 miles. 

Q. What do you think the haul 1s in the 
United States? 

A. It would be considerably shorter, I would 
think. I am sorry, but I stilt eu" know where you 
are going with that, though, because we are still saying 
that the ton miles per mile of line are less in Canada. 

Q. What I am saying to you, Mr. Saunders, 
and I am really trying to assess what you have done 
and point out that it doesn't come to the conclusions 
that it might appear to come in this regard, that in 
Canada, because of the orientation of its economy, 
because of this resource basis and because of its 

economic development, it is necessary to have 
substahtially greater transportation facilities than 
you would find in the United States, and necessarily 
of lighter density. 

A. Per what? 

Q. Per G.N.T; per population; per ton mile. 

A. I think the critical point here is --- 

Q.- Would you agree? 

A. I am saying that you have too much. 

Q. Zam asking you; we will discuss iter 
how much a’ it and whether there is a basis for your 
saying it later, tut now I am asking you on the basis 
of the comparisons which you have made with the United 


States that you don't prove anything by making this 
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comparison because a11 you are showing is that 
transportation facilities are greater in Canada than 

in the United States based on your selected indicators, 
and I am suggesting that is a result of the economy 

and the resource basis and the export markets, and 

I am asking you to agree. Upon that study you have 
made can you answer that question, please? 

A. I am trying to answer it and to see -- 

I have to see what I said about it in Chapter 2 here, 
which is really where we are. 

Q. What you did was put down some statistics, 
and then drew the conclusion and then moved on from 
that conclusion, and I am pointing out to you that 
you have to place these statistics in the environment 
that produced them, and then the conclusion can be 
drawn if you properly weigh the environment. Can 
you answer the question, please? 

A. Yes gir. I think that maybe I better 
have the question read back. 

(The reporter reads the previous question). 

THE WITNESS: Agree with what, now? 

MR, SINCLAIR, Q: You have heard it read 
to you again? 

A. It is a bit out of focus, and that is 
my problem. ~ | 

Q. Didn't .you understand my question? Is 
that the problem? I will be glad fo clarify 1%; 

A. WPMy problem is that in this chapter I 
have merely described these physical facts. Now, 


later on I have come to a conclusion about what I think 
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should be done, and you are interjecting something 
that sounds as though it disagrees with the conclusion 
I have come to in Chapter 2, and I have read Chapter 
2 and I don't see how this bears on what I have said. 

Q. Let me point this out to you; the 
economies of Canada and the United States are not 
comparable? 

A. How can you say a thing like that? 

Of course you can canpare them. 

Q. Are not comparabié in relationship 
to their demands for transportation; do you agree? 

A. I don't think it is possibile to make 
that kind of a statement. I wmpared them and I 
showed that one has less intense utilization than the 
other. That is what I have said. Is anybody 
disagreeing with that? 

Q. Let us take the next one, thi the 
requirement for transportation facilities in Canada 
is.a result of the resource basis, the market and 
the economic orientation of Canada. 

A. Certainly, which is the resuit of the 
whole congeries and the things that make the country. 

Q. And because of this Canada needs more 
transportation based on your indicators than does 
the United States? 

A. Are you saying that Canada needs more -- 

Q. Tansportation facilities? ad 

A. Transportation facilities per ton mile 
of traffic? 


Q. Of course? 
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A. But you say per ton mile of traffic, 
and I don't know that this has any place in it; that 
ig my trouble, 

Q. Never mind- what you think about it 
having any place, do you agree from your study of 
the matter that because of the various points I have 
just discussed with you that Canada does need more 
facilities, transportation facilities, than the 
indicators that you have taken? 

A. Per what?, 

Q. The revenue ton mile, population, G.N.P., 
than does the United States. Those are the various 
ones which you have used. 

A. Iam not sure that it follows that 
you need more miles of track per ton mile of traffic; 
that is the issue. 

| Q. Why are you not sure, because you have 
not studied it? 

A. No, because the fact that you have a4 
long haul for a commodity to its market doesn't mean 
you have to have two miles of track side by side in 
order to haul that ton mile; you can have a ton mile 
on one track. One on the track, and you have two 
tracks and two ton miles, so you take the two ton 
miles and put them on the one track. 

Q. One and one makes two; this I can algo — 
agree with. r 
: ether being feticious. 

Q. It sounds like LNs 
A. I didn't intend it that way. I am saying 
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ef 


that I know the ton miles and I see what they are, 

and I agree that the ton miles of Canada are the 
result of the locations of its industries and its 
markets, and I took naa ton miles and Irelated 

them to the miles of facilities provided to move them, 
and I came out with a very atte DM of trarric on 
eact™mile of track. 

Qe. Mr. Saunders, what you did was compare 
with -he United States? 

Ae Yes air. 

Q. This is your basis, and you gay in 
comparing Canada and the United States that you find 
lower densities and greater facilities for rail 
transportation, and 4. fume as to you there are 
greater facilities for highway transportation in Canada 
than in the United States. My point to you is that 
the U.S. comparison doesn't indicate any excess | 
Capacity in Canada over its requirements because 
the United States basis from which you drew your 
conclusion is not a meaningful ‘ok because of 
changes in the economy. 

A. I can't agree with that, I am sorry. 

Qe Will you tell me how you would export, 
other than light traffic density, on the dispersed 
gathering system that the railways maintain ai the 
hauling of the western Canadian grain crop? How 
you export other than light densities? 

A. I wouldn't export other than light 
dnnadtts en son this branch tine, whether they are grain 


or any other commodities, or in any other territory, 
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(Sinclair ) 


but you are asking me to compare Canada and the 
United States. 

Q.- I am not asking you, you did it. 

A. But you are asking me to explain my 
comparison, and what I want to say to you is that 
in the United States I didn't just take two main 
railroads, I took 123 class 1 railroads, and they 
run side by side and gre parallel and they are 
duplicative, and there @e many, many other things 
about them, but still they have a higher traffic 
density despite a11 that, so the mere fact that you 
have a problem of light density in Canada doesn't 
mean that I can't compare it with the United States. 
I am still saying that you are getting less use out 
er i134 

Q. Possibly we can @Glean it up this way; 
you have just referred to it as a problem of light 
density, and I am going to suggest to you that what 
it really is is the necessity of light density to 
meet the economic requirements of Canada. 

A. I think we have marfowed it down. 

Q. That is one question. 

A. We can clarify w hat we are talking 
about. I am saying that certainly it is a fact that 
Canada has light density lines, and I consider it 
a very serious element in Canada's railway cost 
picture. Now, I go on to say that I believe one of 
the things that explains the light density condition 
is that it has too many Sieh of track. I will agree 


with you that in addition to that you have a point in 
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Saying that the dispersion of industry requires light 
density; I agree with that, and that is why we have 
them, but in a general sense I am saying that 
fundamentally we have them because we have two lines 
of track where one would do the job. 

Q. Well now, this is the question; you 
then say that the light densities of Canadian 
transportation facilities are not a requirement of the 
Canadian economy, is that right? 

A. Taking the transportation system as a 
Whole, that is right. 

Q@. Let us take the --- 

A. I agree with you in a particular branch 
line, and if you are going from point A to point ~ and 
it -is one hundred miles leng and-there is only one 


railroad that goes between those two peints, that 


the traffic that moves over that line is bound to 
produce a light density, and that is what we have 
talked about as the light density problem, and I 
agree with that. 

Q. You see, Mr. Saunders, I just want to 
make it clear to you the position of the company 
Which I represent. I am speaking for the Canadian 
Pacific and I am suggesting to you that the Canadian 
Pacific has light density lines because they are 
necessary for the development of the economy in its 
present state and in its foreseeable fufure, md there 
is not on Canadian Pacific a problem, to use your 
words. 


A. Yes, and what I am saying to you, sir, is 
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that my recommendation to this Commission disagrees 

in fundamentals on that point of view because I say 

I think there ought to be an agency that would sit 
down with you and the gentleman on the other side and 
the public and try to work out a way of eliminating 
those very things which you say are part of the way 
of life. 

Q. Why should you eliminate, Mr. Saunders, 
gomething that is necessary for the economic well- 
being of Canada? 

A. Well, sir, if the particular facilities 
are necessary for the economic well-being of Canada, 
then by all means I think they ought to be preserved, 
and if there is an economic problem, that comes 


about as a result of that. 
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If the railways have a revenue need problem beeause 
they are maintaining a facility that is required in the 
public interest and as part of the national purpose of 
Canada, then that is a budgetary and financial problem 
for parliament to tackle. 

Q. For instance, the movement of grain 
to export positions? 

A. Well, I do not know about the "for 
instance" -- whatever the lines may be that are 
assessed. 

Q. Well, Mr. Saunders, let us take a few 
minutes on the statistics. Do you think that you can 
from statistics and United States comparisons determine 
what amount of transportation facilities are required 
for the national well-being of Canada? 

A, No sir, not entirely. That is only 
chapter II. I have got three more chapters to go before 
I come to the conclusion. I have got twelve chapters. 

Q. Yes, we hance of chapters. 

A,, We are only on chapter II and I have 
told you a certain basic number of tonnages. I do not 
make a conclusion until volume II. 

Q. Let us look at chapter II, volume 
1 where you talk about the share of the market; which 
you think is important. ) | 

A. Yes, sir. 

Q. And it is. The first point I would 
like to discuss with you is your reliance here on 


G.N.P. You put the G.N.P. into constant dollars with 
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what deflator, Mr. Saunders? The same deflator for 
Canada and the United States? 

Would you check that and I will go on? 

Ue Yes. 

Q. Have you taken the opportunity of 
analysing the service industry component of G.N.P. that 
& non-transportation producing Canada versus the United 
States? 

A. I have looked at the figures. I do 
not have that document with ma, Rewevenn 

Q. The gowth of the service industry 
component of G.N.P. which is non-transportation 
Seatac ae has pee substantial | ‘in recent years in 
both countries, has it not? 

A, eavesesir., 

Q. De you think that the growth of the 
service factor component of G.N.P. in Canada that is non- 
transportation producing has been greater in your 
period of comparison relative to the united States, 
or the other way? 

A, Tam a little rusty on this nows nl 
knew at the time we made up the exhibits. 

'Q. <All of these things do have an ‘ 
effect upon the comparison using Gani. 7 

A. Yes, they have an effeet on how you 
interpret the end result. 

Q. G.N.P. is rather a crude tool to 


equate with transportation; would you agree? 


A. Yes, sir. It is the best overall 
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number we have, however. 

Q. It is the best overall number of the 
value of the total production of the nation, goods and 
services? 

A, Yes, but we used it as the best overall 
way of describing the total activity of the economy in 
order to say how transportation has moved relative to 
the rest of the country. 

Q. But if the'dollars in the G.N.P. are 
very different in their revenue apap taieievesiae ne 
eapacity this can materially affect the comparison you 
are eauiue between .yearsor between nations; correct? 

Ke well, that is, I am afraid, not a 
question that I can answer quite that way. That is 
avery, if I may say so -- and I do not mean this 
critically -- but it is a very complicated question. If 
you tried to restate that -- 

Q. IL suggest to you that before you can 
draw conclusions as to transportation trends in relation 
to G.N.P. and have them meaningful you should introduce 
a weighting factor for the service industries component 
ofthe: GN. P27 

A. No, no; I cannot go along with that. 
I was afraid that is what the connotation of the 
question was. You have to ask what your comparison is 
for -- what you are trying to find out. If I wanted 
tofind out what share of the production of the physical 
product of the country was moving by rail I would not 


we this method; I would not get tangled up with 
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equating services or anything else, because then you 
have to equate light industry and heavy industry and 
wholesale and retail and finance and everything else. 
It would be a thing I would not undertake. If I wanted 
to find out the share of the market in physical terms 
and in detail, what I would do -- and I recommend this 
to you -- would be to take my rail commodity, coal, 

and I would say, “what tonnage of coal was produced?" 
and "what tonnage did I move?". Then, I have "x" 
percentage of the coal. Then, I would take iron ore 
in the same way, and lead ore and concentrates, and 
lead metals, and so forth. 

Q. er the Crowsnest grain, and you 
would put 100% on that. That would be an easy one. 

COMMISSIONER GOBEIL: May I question 
there: Mr. Saunders, do you mean by your answer to 
Mr. Sinclair that if in Canada the service industry 
not productive of transportation is 5%, and if in the 
United States it is 25%, you can still use the G.N.P. 
for comparison? 

THE WITNESS: Well, yes sir, but you 
see it depends on how I used it. I did not use it 
quite that way. I was not using it in a way that 
would be hurt by that fact. I recognize it is a fact, 
and if I did not say so in my submission I will be 
surprised. 

MR. SINCLAIR: Q. I cannot find it. 

A. I did say obviously there area 


great many things which affect this, but you have to 
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ask what conclusion do I come to, and I think that is 
only -- you cannot just ask the abstract question, 

"is it possible to do this?". I recognize Mr. Sinclair' 
point, but I ace saying I do not think it has any effect 
on what I did with the figures. 

Q. With respect, I say that you are wron 
because what you have done’ is used G.N.P. to show the 
railroad share of the market, and your conclusion was 
a traffic trend conelusion based on a share of the 
market measured by G.N.P. and one other factor, and that 
is, your index of ton miles performed by various media. 
These two things were what you considered as being 
determinant of the domi besa: share of the market. 

A, Well, let us look and see realisticall 
-~- I think that is substantially so. I am afraid I 
was not following the full significance of what you 
said. I had better be more careful. 

Q. Well, I wish you would because I do 
not want to have these answers on the record and then 
at a later time point to them and have people under 
the impression that you were not listening to the 
questions, because if that is so, we may as well stop 
right now. 

| A. Well, you have a way of summing up 
things in such a condensed way that it sounds all right 
at first glance, but not at second listening. 

&. wee, 

A. I do not mean that in an unpleasant 


way. You are trying to get along and condense things, 
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and I agree generally with it, and I am a little gun 
shy now. 

Q. You do not need to be gun shy unless 
your material requires you to be. 

A. Well, I do not want an argument with 
you, B19. | 

Q. Let me take a look at your other 
indicator -- we will leave the G.N.P. I am suggesting 
to you if you look at Table 37 and recognize that oil 
pipeline --- 

A. Could I finish this last subject. I 
do not want to leave it just the way it is. I started 
® answer another point here, and I did not realize 
you were changing. 

Q@. I am not changing it. 

A. ‘Well, let me finish this point. When 
I talk about. G.N.P. here on page 18 in Chapter. III 
of volume 1 I talk about the fact that the railways 
Byes a relatively smaller share of the U.S. petal 
and also a relatively smaller share of the Canadian 
total economy. That is a simple truth, and it includes 
‘the effect of services and the financial industry and 
all the activities of the country. The railroads are 
a declining share of the BP Os that is an 
incontrovertible point, and I take it there is no 
disagreement between us on this one. 

Q. There is most certainly disagreement 
between us because my point is that you are not by 


this technique measuring the railways! share of the 
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market which is the purpose that you have introduced 
the material for. 
A, But, listen to what I have Said. 
I have the chapter headed, "The railway share of the 
Market". I agree with you I have not added up all the 
tons -- I concede that. JI am trying to get at the 
overall place of the railroads in ene economy, and I 
merely here, at the bottom of page 18 say that the 
railways are a lesser share of the total eednents 
ede fuel. ge the country than they used to oe and it is 
the same in both countries. | 
MR. MacKIMMIE: That is what he disagrees 
with. He says it ores dete I suppose. 
MR. SINCLAIR: No, that is not what I 
disagree with. 
Q. I disagree with you in that you cannot, 
using G.N.P. without adjusting for service factors in the 
economy to measure the railways' share of the market, 
and secondly, without adjusting for differences in 
percentages or the relative importance of service factors 
of total G.N.P., Canada versus United States, make 
meaningful comparisons. 
A, Well, I want to disagree very 
respectfully on that. I will agree with you 100% on 
the whole point if you ask me whether I had measured 
literally the market, and you are taking the word 
"market" and saying, "you did not do that", and I say, 
"that is right; I did not do that", But, I am describing 


here something I did do, and that, I submit, I do not 
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think anybody can. disagree with in this context. If 
you ask me whether I did something else, then, no, I 
did not. But, I did say here that the railways are a 
declining share of the economy in both couhtries. 

THE CHAIRMAN: Can you say exactly, any 
measurement? 

THE WITNESS: Not in this sort of 
comparison at all. 

MR, SINCLAIR: Q. Can you say within 
the ball park of measuring market share? 

A, What you are Vien Mr. Sinclair, is 
putting a very narrow interpretation on the word 
"market", and ee trying to beat me over the head with 
it. I will agree I have not measured the markets in 
terms of tonnage or physical quantities. 

Q. Or, you have not measured the 
Paonetas ies market? 

A. This does not do that. I have got 
another place where I measure the railways! share of 
the ton miles, which is a physical thing. 

Q. Notwithstanding this is in a chapter 
entitled, "The Railroads! share of the market" -- is 
that right? 

A. Yes, sir. 

Q. "The railroads! share of the market"? 

A. Yes. aly, 

Q. And the G.N.P. is not the market 
or the indicator of the markets? 


A. It is an indicator of the general 
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position of the railway in the economy. I submit to 
you that is a perfectly simple, clear, valid, proper, 
useful comparison. I then go on -- 

Q. That is your submission? 

: If we have a point of difference on 
that, I want to know about it. Mr. MacKimmie may not 
agree with this, because we have got a lot of work on 
ius wus LL: 1 Haye got something that is essentially 
wrong in here I am perfectly willing to withdraw it 


and make it correct. 


--- Luncheon adjournment - 
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--- On resuming at 2:00 p.m. 

THE CHAIRMAN: Order, please. 

MR, SINCLAIR, Q: Mr. Saunders, has 
your study of the Canadian economy leed you to believe 
that in the yearg 1957 and 1958, for Siete that 
there were atypical influences which worked tnat 
affected the price and volume of some of the major 
components in the Canadian economy to a greater extent 
than you would find in the United States economy? 

A. You will have to spell that question out 
a little bit more for me, please. 

Q. Well, for instance, had the effect of 
cereal prices of Canada versus U.S, and the ater 
prices and their reaction on the volume and income 
of major Canadian exports had an effect on the G.N.P, 
for the years 1957 and 1958 that was not evident :to 
the same degree in the United States. 

A. Weill, I am sure there are many things 
that were very different in both countries in those 
years and many things which naturally would have an 
effect on the G.N.P. However, I submit to you that 
happens every year and when you deal with economy as 
a whole and yuu find these trends over a long period 
of time,I am gatisfied that whatever differences there 
may have been in cereal prices or metal prices could 
not possibly change the overall trend I may find in the 
G.N.P. as compared with railway revenue and activity. 

Q. For instance, you made a comparison with 
1958, looking at Table II¥ -1 on‘page 19 and, as you 


explained you did not take every year. I wonder if 
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you would just write in with me taking the data on 
the same basis that you have the -year 1956 between 
the years 1957 and 1958 and I will read it across: 


gnada 
Gross Railway Revenue 
National Operating as per cent 
Year Product Revenue of GNP 
(Millions of dollars) 
1956 30098 1301 4.20 
US% 
Grogs Railway Revenue 
National Operating as per cent 
Year Product Revenue of GNP 
(Millions of dollars) 
1956 419200 | 10686 2.52 


My suggestion to you, Mr. Saunders, is 
this: because of atypical situations in the major 
export industries of Canada in 1957 and 1958 that 
1956 would have beefy better year for comparative 
purposes. 

A. Well, it 1s a very interesting question, 
Mr. Sinclair, but I am afraid we are right back where we 
were before. I am perfect willing to take any 
particular year you want to take and discuss what it 
shows. What I am saying to you is that if you take 
the whole period of time there is not any question 
about the general decline in the railway position 
relative to the rest of the economy; the particular 
amounts still differ in any particular ee: there is 
mo question about that. My simple conclusion was 


and I take it this is what you are taking issue with 
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although I sti11 do not know what you are driving at - 
my conclusion wad by 1952 the rotling railway revenue 
had declined about as much in both countries. Would 
you say it would be a different conclusion if I used 
1956? 

Q. Yes, I am saying it is a different 
conclusion if you use 1956, I suggest that to you. 

A. Well, let me see -- 

Q@. So you can get the full swing of it, 
I am sure it did not strike you as being important 
but maybe you would want to increase railway revenue 
in Canada by $70 million also is your figures so we 
can. have pevnbe revenue --- | 


A. What do you mean by that? 


Q.- This is to give effect to some of the’ 
limitations that are peculiar to Canada. teas 
are going to make a basis with the United States we 
add $70 million for grain to bring-it on a basis to 
make it so — there is no special limitation in 
one country as against another. 

A. 1 suppose if-we take the annual passenger 
deficit as in the United States we would add another 
$100 million for it. 

Q. We will talk-about passenger deficit 


later but this is one where we have a statutory limitatio 
in Canada which affects things - Canada but not in the 
United States. My point is that 1956 would present 
a different picture if you were using it @ a basis 
than 1958 and to quite some significant degree? 

A. Iam afraid Ido not wally see the 
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gignificance of that. Suppose I take 1956 as compared 
with 1955, for instance. 1956 shows a continuation 

of the same trend with relation to the previous periods, 
a little bit less in 1956‘then1955 in both countries 
and in 1957 it drops a little bit more in both countries. 
You will notice in 1958 it drops a little bit more in 
both countries and I do'not see that has anything to 

do with the conclusion TI draw. I di@ not say it 

was going to stop at 37 per cent or 4O per cent, I 
am just saying it is clear participation hag been 
declining and that is that. 

Q. Let me test that if it does not make any 
difference, Let us look at Table III-3; here vou have 
a comparigion to show by dealing with a share of the 
market the ton miles per capita and per unit of G.N.P. 
You are relating here ton miles per capita and per 
unit of G.N.P. - 1938 and 1958. You use this to 
show the railways decline over this period. Taking 
those two years as your --- 

A. Relative to the impact and in absolute 
terms. 

Q. I think you made the point --- 

A. Where do you see that? Are you on page 
eat 

Q. No, page 23 where you say: 

"It can be seen, however, that the 
total movement by all types of carriers 
increased from 4400 to 7400 ton-miles 
per person -- 69 per cent. We may 


anticipate that the general development 


erogt > be BARE oven we seat 
Aa 1 ee) 


‘vate iiccinianis i rate meee “ae 


ine <he Pepe. ewot? eat out 


hy x de Poem Atod tat eesnaceices 


A od 


fe. thee at evom tid elvons e ‘Saeed ak ret 


oe rae aN an Pi aes: peeve on 82 et: at oo bigs 


+) HY f i art 
A A ae te wie AV MRO ih ai ‘tuetse Hoo ett ps ). 
. fan in 


en 1 4 ‘ 1 J bia 
4 , \ 5 = hi ae), by 


t , erage A a) | | el Na ure be BAT i ‘ 
WIRY sy arte, 1 ay i i Ww ih i t} i wee if : ¢ ta Ge ie 4 fe a ae rE 
wae on Wi Rent i i Dei 
i 4 y Wy Au Ndi ; } pny me dayglian hi " . 44 } "ee ny } ae i an i v i 1) 
A Ma seis bt ng ceoto ey SL ga leme tee 
’ he ani . ; i Alani ‘ ‘ae MY, 
TNS | UE i eB a es salad satonta 

Ns atest i 1 i Hy rat | : att hana 
| | | pit 


Uy a Se bad ne Une ‘a | WALA ah yn ; " vee maygtrey 
Oe ee ae i ACA HE PREG SY ie ec ‘ 8 1d Ne An a 
y ‘ ‘ f * : ’ Y { : { yaw 


ha i 2. Oe I a oul Oi i Ng atreanoe 


LC R a My mR ake eM ts te ae Cs a Dee oe ae eu r, tealtse 
bay i iggy, wy DD fhe eng Ape i ay Word wy itis) mn " i | a | 1" Ly Wr bh ¥ 
: 2 j } PIR Th Oy ee AS ail rd A Yl 4, bit Wi Aj A ey H : ie ! % pi i rey ‘ 2 4 t & 4 J tf ae : Hox | ‘ 


Ty ny rr 
] el | } qi P em ‘ ** 
; 4S PTA Reyes PY are na Wee? 
i) é in } } n Y ® 
ity ; . ri ii a at Say \ by att fie Sri Sr eh » Rind 
ay ‘ } ye ea a ah ae eM Bay! ROM ont | 
' A oe 


ond SOE le ae Gad al 


i } J 
{ \ J } 
Th ‘ : \ my } ‘ i a 
i a HAT) Bae Nee Wa gh al ‘aN ty sy ye Pras Sty Oe OF ip 
h fea PA Mi) ea Aa Letav Me lias ANY tt (" m9 iy WP hi th L ity ty 4 f aul 
, i 
f Py i ee 
y Kini) ee Cin B a r i 
Val y nifty ih ? MM ‘Wy ty pe ” if 


? 
—e 
Pm 
4 
= 
~~, 
= 
wy 
2 
a 
2 
fe 
_—* 
= 
a. 
+. 
3 
fe 
ae 


So) eee ltl ad ae abate vom ic tor 
OORT lot QORR ime t bean otont tea 
iy! TRO Lat at ~ some he 


é Tlbiela ir stirsste 
biota tai 


‘ | ba) 

a lial ‘ TE ht 

- AGL) ere mee 

tS ier te bg J mie 
Tan Sean 
te A sh aie, 


ANGUS, STONEHOUSE &co.LTp. Saunders, cr-ex. 21079 
TORONTO, ONTARIO (Sine lair ) 


of The country will produce further 
7 yp renee in oe eeeeet ton-miles per 
capita. 

On the other hand, it is to be 
expected that the rate of growth will 
decline. This gkows up when we analyse 
trends in gross national product in 
relation to ton-miles. Again looking 
at Table III-3, it will be seen that the 
railroad output per doltar of gross 
national output has declined from 2.46 
ton-miles for every dollar of gross 

-national product in 1938 to only 2.25 
ton-miles for every dollar of gross 
national product in 1958." 

A. Well, just a minute now, that is not 
absolute decline, that is per unit of output. The 
absolute traffic of the railroads is up 147 per cent. 

Q. We are working with constants, are we 
not, G.N.P. 

A. I just want to keep straight what we 
are talking about. You suggested in your previous 
‘question that I was implying that the gubutateiavad 
of rail traffic was declining and I did not say that. 

Q. In a constant basis related to constant 
dollars in@G@.N.P., that is not your point. 

A. If you take what I said, I said output 
per dollar on gross national output has declined 
bot when you apply that to a larger volume you get 


a bigger total ton mile figure. 
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Q. I suggest to you instead of having 
that related to G.N.P., if you take the year I suggest 
to you, 1956, you will show an eee of nine per 
cent. 

A. From 1926 on. 

Q. From 1938. 

A. Iam sorry, 1938 on. 

Q. If I take 1938 and 1956 I suggest that 
figures show that the revenue per ton-miles G.N.P. 
give you 2.68, an increase over 1938 of nine per 
cent instead d@ the decline which you show. 

A. Well, it could show that, I do not know 
what it shows. ; ‘ 

Q. Do you not think, as a statistician 
pea analyst, it is dangerous to make a single year 
comparison, one year against another one year? 

A. I certainly would agree with that. i 
have certainly tried to avoid pinning everything on 
a single year and I have trends and charts and I 
have discussed general results. I have to make it 
in some communicable form from tables to charts. 

Q. I have given you 1956 and you have taken 
1958. f suggest to you if you take the two years 
and average them you will find that there has not been 
any decline ox perhaps maybe a third decimal point 
or a second decimal point. 

A. I would not like to limit it to one 
particular year unless it has a particular broad policy 
but you do have to look at the thing in terms of total 


trends and if 1956, 1957 and 1958 have ageneral trend 
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I would be satisfied. If 1958 is, for some reason, 
completely out of focus we should not use 1958, we 
should be guided by 1956, 1957, 1959 and 1960 and 
all the general figures. I do not hold any brief 
for 1958 as a year but it just happened to be the 
latestI had. 
Q. Let us look at what you say on page 23 
Where you are talking about the decline in participatio 
in G.N.P. in gomparing 1938 to 1958 on the table we 
have been referring to and you say: 
"This is not entirely a matter of 
Giversion of traffic from railroads to 
other forms of transportation. Thus, if 
we look at the total ton-miles generated 
by the economy (per dollar) and moved by 
al1 forms of transport, we find that the 
trend was down from 4.49 ton-miles in 1938 
to 4,30 ton-miles in 195." | 
My suggestion is if you substitute 1956 
for 1958 you will have to read this way: 

"Thus, if we look at the total ton- 
miles generated by the economy (per dollar) 
and moved by ali forms of transport, we 
find that the trend was up from 4.49 ton- 
miles in 1938 to 82 ton-miles in 1956." 

A. Well, I can accept that, Mr. Sinclair. 
The only point there is that it does not really matter 
whether it is up or down 4 per cent or 5 per dene’ 
or whether 195) was a higher or lower figure than 1958. 


The real question is what is the trend and obviously 
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you do not take the year 1956 and stop there and say, 
"I don"t care what happens after that, 1956 is a 
good year". No one would do that. If you are figurin 
out the trend I am perfect willing to substitute a 
group of past years, not just from 1938, and take 
a group of years at the beginning of the period and 
up to recent times and come ® some conclusiofH about 
it on whatever the facts show. It is important to 
know, not just that 1956 is better than 1958. | 

Q. All I am suggesting to you is that you 
take one year, 1938 to 1958 and I am saying if I took 
another year, 1956 I come to a significantly different 
conclusion. 

A. We are not taking years as a game, we 
are trying to find out what is wrong with Canada's 
transportation. There is no significance to 1956, 

.Q. Or 1958? 

A. I am pérfect willing to take a group of 
years to show what the trend is. 

Q. We were trying to measuxye the share of 
the market in all these calculations and to draw a 
definitive result. | 

A. Yes, sir, and 1’ would be peeredsiy 
willing to agree with you. I used ne Single years, 
I looked at ‘he charts, I do not recall how many charts 
we put in, perhaps we did not put any in but that was 
data we a11. had and we can look at it. On page 21, 
that shows the absolute amounts of the railway revenue 
as a proportion of G.N.P. There is no mystery 


about it, it is not an intellectual exercise. The 
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question is whether in fact the railway share of the 
market is declining. Now, you can take this 
particular figure -- maybe 1958 was not as normal 
a year as 1956 or the average of three years or some 
other number but having said that and having created 
this I do not know that we could have it in Geran of 
something -- is it wrong or is it not. 
~Q. Let us look at the next table which is 
the third basic statistical comparison and evaluation 
that you did in measuring the railroads share of 
the market. This is at page 28, your table III-6. 
‘Yeo have set out in this table the pipeline generation 
of ton-miles. 
A. Yes, sir. 
Q. aoa weet you look upon pipeline ton- 
miles as a true generation or a substitution. 
A. You mean substitution for rail? 
Q. Yes, it is rail you are measuring against 
the total. 
A. I do not quite get what you are driving 
at -- true substitution, true generation or substitution? 
Q. What you are saying is, “Look at what 
has happened, railway has dropped from somewhere 
over 60 to the low 50"s". In other words, its 
Share of transportation in Canada is smaller and that 
is an important factor to show the problem of rails? 
"Ae That is right. 
Q. So I am asking you when you get down 
to the end figures that you have and you have introduced 


pipeline ton-miles, I am asking you whether these 
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pipeline ton-miles in your opinion are generation, 
true generation of ton-miles or -- in other words, they 
built them themselves, they are new ton-miles so are 
they substitution ton-miles for traffic that once 
moved by rail? . 

A. Well, that-is hard to say, I am afraid. 
If you would ask what is the total distribution, let 
-us say, of foot pounds of energy in the Canadian 
economy or some other equated figure, perhaps it 
would show up a little more cleariy what you are 


driving at. Petroleum is qa substitute for another 


form of energy. 
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Q. It is your phrase that I am trying 
to test out, Mr. Saunders. You say, after pointing out 
these various percentages to total, you say -- cates 
Saying that you hit the height during the war period -- 
you say, "Since that time there has been a fairly steady 
erosion; By 1958 the rails accounted for only 52.3% of 
the total traffic, and in that total traffic there is 
13.4% pipeline", is that correct? 

| A, Yes. 

Q. My question to, you is that by using 
the word "erosion" you are saying, I take it, that 
pipelines have substituted for rail in the ton miles 
that are now ascribed to pipeline in the statistics; 
does that not follow from your statement? 

Kai saint ean tatsh des entirely right, 
but in terms of the total movement of oly etiva ait 
quantities in the country pipelines have taken an 
important grouping as ton Se me: and rails are 
hauling a lesser share than they used to. However, there 
is a missing step here, and I think maybe, this is 
what you are driving at. Some of the traffic that moved 
by pipeline is new traffic, let us say -- 

Q@. Generation. 

A. It has nothing to do with Canadian 
industrial development at all,per se, but let us say 
it is used for export directly and if petroleum had 
not been discovered the export movement would nat.have 
taken place ae rail, so there is no substitution. 


Qs Thetis right. 
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A. I agree that it is a fact to be 
recognized, on the other hand, when you develop a 
petroleum industry in an area you are creating a 
competing fuel for coal, and to the extent that 
industries and consumers generally substitute petroleum 
for coal, they are substituting a demand for a commodity 
that moves by pipeline generally for a demand for a 
commodity that moves by rail generally. 

Q. And that would be the only type which 
could be described as erosion; that is, the new wenseutic ’ 
which would not have been in the economy, the 
transportation econony of Canada in any event, but shoul 
be, to make the figures comparable ,Femoved ;is that correct 

A. It is a very interesting question. 

I can see how there would be room for such a comparison 4 
@ supplement § to what I have shown, I do not think 
this is a substitute for what I have shown; I think it 
is an important fact in itself, but I would sean iene 
to taking another step and saying within that how much 
is new. 

Q. Just let me do this to help -- if 
it is helping -- let us drop the pipeline entirely, and 
then taking them out of both sides of the equation and 
then calculating the rail share, I suggest to you that 
from there you will develop that the railways have about 
60 to 65% of the transportation market, and then from 
that you would have to discuss what is a true 
substitution or erosion of traffic through this 


development of pipelines. 
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A, I am sorry, Mr. Sinclair, but I 
think if you go down this road that it is a two-way 
street and you have to go down all the way. If you 
are going to say to me we have to exclude things which 
are new in order to iecovmine the erosion, all right, 
we will have to exclude the ore traffic, that was new, 
newly generated, and it is in the rail figure. However, 
if you want to limit it only to the commodities and the 
physical activities that existed in your base here --- 

Q. Let us start again. I think you have 
fallen off even on the basic logic that you have got to 
have it moving at the beginning of the period by rail, 
and then have some new transportation agency evolving 
to take it from rail and move it by the new 


transportation. agency . 


A, That is ie assumption you started 
off with me. 

Q. But you did not do that with the new 
one, because it did not move by rail at one time and 
then move over? 

A. I say thac I wanted to take it out 
of the base figure; that is my point. 

Q. It is a question of share of the 
market. 

A. And now you are going back to my 
first point. You cannot have it both waves 

Q. I think you have taken it both ways. 


A, No sir, I say I agree with you that 
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if one could take the petroleum out as a separate study 
because it is newly generated, and was not in the 
figures proven in ‘the base period, I think that is 
quite a proper step to take, and the only limitation 

I could put on you, if you are going to do that, is 
that you ought to take out the other new things not 
being shared in the business year. 

Qe Are you eiud serious about this? 

A. Certainly I am; absolutely dead 
serious. 

Q. Maybe you have no iiedddase od me.» 

Ay’. Possibly. 

Q. And perhaps your table was to show 
the railways! share of the transportation market. 

A. That is right, in each year. 

Q. “Hos ay comparison. 

A, That is right. 

Q. By comparison of trends, and you 
said that there was erosion over the period from rail 
to another transportation media, correct? 

A. That is right. 

Q@. And I am suggesting to you that in 
measuring that erosion, to properly assess the 
true rail share of the market that you cannot take 
the generation of ton-miles and the media, but can 
only take the substitution ton-miles and the media 
if you are going to use the data to measure the 
decline in rail transportation in its importance; do 


you agree with that? 
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A. Well no. No sir. Let us take it 
in pieces; maybe this would help. Suppose we just ask 
ourselves the questions, let us look at the eanitueiots 
commodities in each year of this study period. We 
would not get into a EE A Mae gas, and would not 
get into coal and iron ore and the developments of 
the things that are troubling you, but let us look at 
the manufacturing ton miles, and what we see here are a 
group of industries that used to ship 100% of their 
traffie by rail, and we dauia very well ask 
ourselves then what share of ee business do the 
railways get now. This would be; it seems to me, a 
perfectly fair and proper question to ask, and I am 
Saying to you here that all you would find is that the 
railway 's share of the Baeces has declined substantially. 
Now I think if we take that commodity by commodity, 
leaving out the new industries on both sides of the 
equation, new rail and pipeline industries, if you will, 
pipeline and consuming industries, I think you will find 
that the railroad share of the market has declined for 
every category of traffic. The percentage of decline 
could be different for manufactures, as obviously there 
is amuch greater decline in manufacturing than the 
products of forests, but there is no question about 
the general decline of the railroads'share of the 
market if you take like with like. 

Q. Mr. Saunders, can we agree on this, 
that statistics and comparisons are open to various 


interpretations; would you agree with that? 
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A. I did not know that that was the end 
of the question, it seemed an odd place to end it. 
Well, there is only one answer to that; sure, any 
statistics are subject to different interpretations, 
but I think that we have to be reasonable with each 
other and try to see whether or not we are answering 
the problem and what is the best answer we can give 
here to this question. 

Q. And various refinements, such as I 
have been suggesting to you can be made, but you are 
saying to this Commission, "Let us look at the 
refinments suggested and see if it really materially 
affects the results." Is that your position? 

| Ae Wel, I would say that is a very 
important and perhaps the most important point to make 
about any of this. I think you have to ask yourself 
whether what you are talking about here is a criticism 
or whether there is a principle that destroys the 
conclusion which I have drawn. 

Q. And the basie¢ thing 1siyou . have to b 
eareful in applying the base years or the comparisons 
between the base years is to watch for atypical results, 

correct? 

A. That is one of the things eet aae 
for. 

Q. And to make sure that you are making 
a judgment interpretation in the light of the 
environment that produced the figures, correct? 


A. I do not quite understand that point. 
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It sounds that it ought to be very reasonable, but I 
am not sure I understand it. 

Q. Let us see if we can do this; I took 
a note this morning and you said this in your address 
this morning: 

| "Canadian economy depends on the effects 

of Canada's railway system as it is today." 

Do you remember saying that? 

A. Something to that effect, yes sir. 

Q. Would you agree with this; the railway 
system as it is in Canada today is dependent upon the 
effeets of the Canadian economy. 

A. eer have to clarify what you mean, 
or you may have yo for me what you mean by 
"dependent" there. It is my position that the Canadian 
railway system does not have to be what it is today 
even though the economy of Canada is what it is today. 
That is exactly the point of issue here. I do not as 
how I could possibly agree with that without saying that 
I might as well close up volume I and volume II and go 
home. It is that fundamental, and if I haven't gotten 
through ob that point, I certathly misseq somewhere. 

Q. What I am suggesting to you, Mr. 
Saunders, is that my using the environment as an 
explanation of the effects, results in one conclusion, 
mt turning it around and saying that the effect is the 
environment, results in another conclusion. 

A. I just do not understand you there, 


Mr. Sinclair. It seems to me that we are talking about 


T Sind .olésnoesen ‘ene od | 
yer pantereba aot 
loot I aRkttt ob cep ow at bbe’ ‘ai der 9 " OT | 


# i - ‘| ‘ 
men j Ls 


eae a a me 


€ A 
at easihbs ity ai elds bise voy baw antnvron eit ox 
7 :gnlniom 
ay | ctootie oftv ac ebnaqeh wmonosd astisisd" i 
‘i } i an ' , ny iS 
|" wepodt el tf as metaye yewitery at sbansd ‘to ” 


tisit antyes tedmemet yoy od — oS Sa ean 


tle soy ,doetie gadt oF gatdvemog 4A 


* S ¢ Pah 


yaulioy et jaldd ddiw eergs voy bivo¥” © 


: * 7 é “he a " 
odd oq saebnéqeb at yébod sbsasd at el dt es meseye 


. Yatorran 9 ne lbaasd are to adeetio. fe 


Re ee PE ly 
jisew soy cerw vyikisis o7 irik whee 7A 


Je 
yd asom woy Jacdw om 101 YIirels oF svsd Ysm voy <n 

yen ms 
ye 
naibens) edt tedt aoltieog ya al 31 Sroadtt “saeonogsnm [BE 
! ; wi 


we 


Yebov si st tendw od ot Sved son agob motaye yowl Ls a ii 
t 


-VSbod el JL Janw ef sbeasd Io Ymonoss sit tayonts Nays 


, 
I a 
(3) 
i 


gee jon eb I Jeved eveak to datoq add y¥iiosxe af 


3 | . i" 
dadt yuivea gvodtiw jaedd dytw'eewgs yidtasoq bls05 LS WO [ 


iv 
a 


ms IL smsiov bas I onplov qe saolo [low as tiagint 


netitoy t'oeveiI tL bas .istaesshavt tei? al vt — simtod 
6 ) Dv on 


/Sterwomog botetm yidielieo Tf wilted ‘tends do aiid le ' 4] 
(a ? as 


or | 


iB 
Noy oc gilvaszaves mp I gedW .0- aah. 


aa = 
moLesfonos bea nf asinées cae 


| +7 ee 
evant VO bewtd asrebeus ton ob 


Pa 


veds sciviad éus ow gedd om o¢ 
. ‘of? nt BP vy : phen, (eae “Vial 


ANGUS, STONEHOUSE & CO. LTD. Saunders » CP.CX. 21092 
TORONTO, ONTARIO (Sinclair) 


something very practical and not a philosophic thing 
at all. In framing the question, "can nothing be done 
about the miles of tracks andathe operation?" you are 
suggesting there is naw hing that can be done and there 
is something sacrosanct about the facet it is here. 

Q. I am not suggesting there is anything 
immutable about the Canadian economy. 

A. I am talking about the railway system. 

Q. or am I suggesting that you can by 
statistics or comparison with the fact that the railway 
system in ae ate there to serve a specific economic 
environment. 

A, ‘T understand that, certainly. 

Q. And that the railway system was caused 
and made necessary and is now necessary by that economic +- 

A. No sir, 

Q. Pardon? 

A. No sir. 

Q. You do not agree? 

A. Absolutely no, sir. 

Q. And you say the reason you do not 
agree is because you have made comparisons with the 
United States that indicate a different basis, correct? 

Bae 1 e BAT%s 

Q.° Then, what is your basis? 

A. It is 136 pages of volume 1 and a 
number of pages in volume ll. 

Q. What were all these comparisons with 


the United States meant to convey? 
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| A. The part of the picture that shows 
the relative intensity on use of facilities in Canada. 
As I said before the noon recess, I am developing the 
otal picture; the role of ireaspertation, the railroad 
share in that transportation and the role of government; 
all those things that led me to the ultimate conclusion 
which I summed up this morning. 
| @ If the relative degrees of intensity 
of use were a necessary factor in whole or in part of 
the economic environment that produces them, then you 
should weigh them in the comparisons where they are 
not meaningful. 
A. I think I have weighed them. Now look 
-- I should not say "now Jlook"; I apologize for that, 
but we understand each other, and we say that the total 
traffic density is much lighter in Canada than in the 
United States, and you might be right if we stopped 
there and did nothing more and closed the book and went 
home, but we did not stop, we said why it is lighter. 
Now, is it possible for the reason you suggest, or is 
there something else, and we went back in and analyzed 
the miles of track area by area and segments by segments, 
and we found out that the reason it is lighter is that 
there are many miles of tracks which are of light 
density and that sit by themselves, and if you operate 
those miles of track you must have light density. We 
understand that Canada has a great many miles of this 
type, and that is Pact one. That is the nature of the 
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Q. The nature of which beast? The nature 
of the economic beast, which is Canada? 

A. The nature of the beast which serves 
this particular point, from point A to point B off the 
main line, and as it happens, right next door is another 
beast for serving the same point or one right next to it. 
Those are some of the economic facts which we show, and 
my maps demonstrate that, and all I am saying is that 
I understand in the overall that the traffic density 
is lighter because there is less traffic, and I am also 
saying when I look at it I see the place where the traffi 
is light and I see possibilities of consolidation and 
integration and ea hioud tie eet ou: and so forth. 

QR. You see that from looking at a map, 
Mr. Saunders? 

A. . Yea. 

Q. You do. 

A, Yes, and from the data that underlines 
that map. 

Q. Well, Mr. Chairman, I will return to 
this at another time, but I now wish to ask Mr, Saunders 
a few questions on volume II if I may, and I will return 
to volume [I later and particularly to the assessment of 
the economics as it applies to the railway lines of 
Canada and he finds them on the MAP ed rect. 

| Now, in volume II fs your submission to 
the Commission you deal with a costing method used by 
the Canadian Pacific to develop the difference between 


revenue and expenses to move grain to export positions 
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in western Canada, right? 

A. I think, yes sir, I did deal with your 
cost study. 

Q. Now, Mr, Saunders, you have made cost 
studies before. 

Az) Yes. air. 

Q. And I am going to ask you this question 
based on your knowledge and experience in transportation, 
did you think that the gaWaa cn Pacific hauling grain at 
one-half cent per ton mile on the average ie peaet ving 
just and reasonable rates for the movement of that 

grain in relation to the freight rate structure of 
crane as a whole. 

A. "Just and reasonable" is a pretty 
loaded pair of words. | 

Q. You have used it in some of your 
proceedings. | 

A. I suppose I have, and it has a certain 
context. 

Q. It has no different context in rate 
making in the United States than in Canada, has it? 

A. Well, I do not know. "Just and 
reasonable" is a phrase that lawyers have a kind of 
a .specia&.,claim on, 

Q. They have? I thought that the 
economists had. 

A, I use it, but I will not get into 
an argument with you as to what it means in Canada. 


Q. I am asking you a question, and it 
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seemed that it. means the ‘same as the way he would have 
dead it in the past in the Southern Governors Grain Case, 
and I ask you whether by using "just and reasonable" as 
you have used it in the Southern Governors Grain Case, 
and whether it is based on your knowledge and experience 
-- and that is all you can base Lt on -- will you tell 
this Commission that Ganadian Pacific is receiving, 

at an average of one-half cent per ton mile for the 
movement of grain to — positions, a just and 
reasonable rate for the movement of that grain in 
relation to the freight rate structure in Canada as a 
whole? 

A. i just have not addressed myself to 
that question. ! 

Q. You mean you do not want to answer 1t? 

A. iI did not say that at all. I say 1. 
have not addressed myself to that question. 

Q.. Well, do it now. 

A. I cannot just do it --- 

MR. MacKIMMIE: I think I have something 
to say on this matter. Mr. Saunders * study has been 
presented and my friend has had it for some months. There 
was no effort whatever made to make any specific cost . 
on the movement of grain, and surely when the witness 
says, "I have not studied the problem" that my friend 
will not tell him to study it now. 

MR. SINCLAIR: He says, "I have not 
addressed myself to that question", and I am asking him 


to address himself to that question now. 
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MR. MacKIMMIE: You can read, that is what 
I mean. You know that he never discussed that -- 

MR. SINCLAIR: Q. I wonder if Mr. 
Saunders could address himself to that question. 

A. It is an important element, indeed. 
Obviously "just and reasonable" takes into account a 
great many questions of rate making, one of which is 
cost, and there are other factors as well. 

Q. Let us forget about just the detailed 
cost study and pass to your experience in handling 
matters of specific commodities -- your general 
experience in answering questions i-- and address 
yourself to the feu tae which was put to you, just on 


your general experience. 
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A. I don't think it is a fair question just 
to have me stand up here and say the rate of half 
a cent a ton-mile is obviously not just and reasonable 
because it is lower than rates generally. It ia 
obvious it is lower than the average Canadian per ton- 
mile, but I don't think that is the be-all and end- 
all of the question. 

Q. The average revenue per ton-mile in 
Canada, the C.P.R., exclusive of grain, 1958, let us 
say 1,8 cents per ton-mile: so, the .5 is 
substantially different. Does that help? These 
figures are all on the record, 

A. I am gure they are on the record, but 
you know perfectly well you can't just look at the 
revenue per ton-mile and not go into the question of 
“tength ‘of haul and:load per car and all the other 
considerations your traffic department, I am sure, 
would do in a conventional situation, 

Q. Well, the revenue for the average length 
of haul in Canada -- take 700 miles at 20 cents a 
hundred -- Regina to the Lakehead: 20 cents a hundred, 
700 miles. In the Southern Governor's grain case you 
made a very intensive cost study? 

A. Yes. 

Q. Do you remember what you gotias the 
loweat figure for a haul of 700 miles? 

be: No, I don't remember. You mean on the 
“= well, I don't remember oitriex. 

Q. The out-of-pocket costs? 

A. I don't recall. 
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Q. I suggest to you it is 51 cents, out-of- 
pocket costs -- the lowest figure you got from your 
study for a 700 mile haul? 

A. I don't recall. 

2 jt may have misinterpreted the figures, 
but you are familiar with the documents? 

A. It is a year old now. 

Q. Oh yes, this is way back on 1953 figures, 
go you would expect it to be higher today. My 
recollection was 51 cents. 

A. Well, without bothering to find the 
figure --- | 

Q. I have it, thank you. 

A. The rate structure is so different; the 
services are different. 

Q. Just let us look at it: out-of-pocket 
costs, Saunders, 51 cents south to south; 57 cents, 
official to south; 61 cents west to south; 700 miles, 
short line miles? 

A. Yes, sir. The only trouble with that is 
that in the U.S, study we have a very important | 
transit situation. We have circuity of 30 or 40 
per cent. We have two or three transits on the 
average shipment, and I am talking about a commodity 
that moves in at, says 100,000 pounds and moves out 
at, say, 30,000 pounds. 

Q. Well, you get that business of the flour 
in any circumstances with these mill atuffs ? 

A. To the extent you lendle it, but the 


point is you don't have it. 
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Q. Well, Mr. Saunders --- 

A. You don't have 24 or 34 transit handlings 
I don't suppose you have got more than one per cent 
or two per cent of transits in the grain business. 

Q. But I have given you quite a range: 
the lowest, south to south -- and that is in the balmy 
south --- 

“wR. MacKIMMIE : The deep south. 

MR. SINCLAIR: Thank you. 

THE WITNESS: But that is in the swamp forest 

MR. SINCLAIR: Like the bogs east of Winnipeg 

MR. FRAWLEY: There would be qa minimum of 
winter switching. 

MR, SINCLAIR: Q: Is there any winter switchin 
under those conditions? 

A. They switch in the wintertime too, sure. 

Q. With any difficulty with snow or ice or 
cold weather? 

A. Not as much. 

Q. Any difficulty? 

A. Well, I think it is a little gilly --- 

Q. Now, I have given you the figures you 
developed from an intensive cost study, and you got 
51 to over 60 cents out-df-pocket costs: in the 
light of that I am asking you to tell this Commission, 
based on that intensive study and the work you have 
done here over the last year and a half, whether you 
can say to this Commission that the Canadian Pacific 
Railway in getting an average of a half a cent per 


ton per mile for an average haul of 700 miles is 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22001 
TORONTO, ONTARIO (Since lair ) 


getting a just and reasonable remuneration for the 
handling of grain? 

A. It is perfectly obvious the question is 
not very simple or you would not have had to spend 
all the time and money on it which you did. artis 
is that simple you could have had Ford Edwards come 
up and put in his exhibit and rested your discussion 
and it would have been the end of it. It igs just not 
that simple, as everyone in this room appreciates. I 
just can't answer that. I can gay I don't know whether 
or not these rates are compensatory. 

Q. You don't know that? 

A. On an out-of-pocket basis. 

Qe. You don't know that? 

A. That is right, and the reagon I don't 
know that is that I would have to jump from our southern 
study to these at retbbeanesn: see evaluate the effect’ of 
5,000 ton trains as against 3,000 ton trains; the 
effect of volume switching as against single and one 
or two ear handlings of traffic at many of these 
points and a whole host of factors that are just 
different. 

Q. You, as an economist, have to from a. 
knowledge of limited statistics sometimes make 4 : 
judgment appraisal. ‘You have shown that in parts 
1, 2 and 3 of your volume 1, just by gplying that 
nice generalization and feel that you, as an economist, 
have -- wuld you like to answer the question? 

A. Iam just not prepared to do that. This 
is too important a thing to just pass off lightly 
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just on a suspicion. Obviously, these rates, are 
subject to suspicion, as you suggest, because they 
are very low compared with your average traffic. You 
may have other rates that are ag low. I am not 
prepared to evaluate all the circumstances in that. 

Q. Well, Mr. Saunders, you understand in 
Canada that all freight rates must by law be just and 
reasonable and are changed and altered as required by 
changing circumstances and conditions with: ently one 
exception, and-that is the movement of grain to 
export positions in western Canada? You know that -- 
section 328 of the Railway Act and 33 and 34 of 
the Transport Act? 

A. I believe that is right. 

Q. You know the railways are required to 
move grain to export positions by the statutory 
provistons in the Railway Act at the level established 
in 1899; correct? 

A. 1899 or-1897. 

 Q. %iIt is three cents below the 1897 level -- 
let us do that: you draw to the attention of the 
Commission that Canadian Pacific nue move grain to 
export positions at three cents en eee legs than 
they vecnverst in 1897. | | 

A. But a number of the adjustments have been 
voluntary. IT think it was in 1938 that the head sf 
the Canadian Pacific said he was satisfied with the 
grain rate structure. 

Q. Did he say that? 


A. That this was a good thing for the farmers 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22003 
TORONTO, ONTARIO (Sine la ir ) 


and the railways. 

Q. I suggest to you he didn't say that at 
ail, Are you talking about Sir Edward Beatty? 

Al’ Yea, air. 

Q. He said, "I think that the people that 
made the Crowsnest Pass Agreement made a good agreement 
and a good bargain --- 

MR. MacKIMMIE: And good for the railways. 

MR, SINCLAIR, -Q: Good for the railways and 
good for the farmers -too:; isn't that quite true? 

A.-- I will accept that amendment. 

-Q. You are not going to suggest that the 
movement of grain as it is now moved from western 
Canada to export positions is being moved pursuant to 
that agreement, are you? Have you studied it? 

A. Yes, but I am not sure -- I don't understand 
your question. 

Q. Did you know that agreement was limited 
in the direction of movement? | 

A. Oh, yes, 

Q. It was limited to stations in existence 
in 1897. 

A. Weil, by its very nature the agreement 
could only cover what the circumstances were at that 
time, and it was only -subsequently broadened. 

Q. The agreement provided-specifically for 
movements between specified stations, I suggest to you, 
and that may have been a good bargain, and good for 
the farmers and railways alike, but it éou1d become 


a very bad bargain where you had an increase in shipping 
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ANGUS, STONEHOUSE & CO. LTD Saunders, cr-ex. 22004 
" TORONTO, ONTARIO (Since lair ) 


points extended by over 1,000 per cent: would you 
agree with that? 

A. Certainly that could very well be the 
case,but that is not what he said. 

Q. He may have said something very close 
to that, Mr. Saunders, but at least you admitted it 
could be. The problem assigned to the cost section 
of the Department of Research of the Canadian Pacific 
Railway was to develop the revenues and costs on the 
western Canadian export grain of Canadian Pacific; 
correct? 

A. I n't know. 

Q. Have you read the transcript? This 
question was asked by one counsel as if there was 
a different problem that they were given. Do you 
think there was any different problem? This is the 
way you are sche a job: "Develop the revenues 
and costs and make a study"? | 

MR. MacKIMMIE: Mr. Chairman, my friend is 
asking this witness what the Canadian Pacific people 
were told to do, which is pure nonsense. Mr. Saunders 
ought not to know what they were told to do. Mr. 
Saunders is not here to answer what Canadian Pacific 
were told to do. 

MR. SINCLAIR: Q: Let me put it this way 
to you: in making a cost study for the movement of 
a particular commodity, what the cost analyist and 
his associates must do is to develop the revenues and 
associated costs of the movement; correct? 


A. That is one way to do it. 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22005 
TORONTO, ONTARIO 
(Sinclair) 


Q. You think there is another? 

A. Y@a, sir. 

Q. What is the other way? 

A. I suggested in volume @ beginning at 
page 12 that we have to ask ourseives what our purpose 
igs in terms of managerial purposes and actual versus 
standard costs. 

Q. We will deal with those later. 

A. Well, I am sorry --- 

Q. Iam asking as to what you say in part II 
as actual and standard costs -- have you ever been -- 
in the Sguthern Governor's case did you look at actual 
versus standard costs? 

A. No, gir. 

Q. Tell me, in the Divisions case did you 
look at actual versus standard costs? 

A. No, gir; it is a different kind of 
question. 

Q. In the Seatrain case did you look at 
actual versus standard costs? 

A. For Seatrain we did. 

Q. Who for? 

A. Seatrain -- the management of the company). 

Q. I mean when you objected to the rates of 
the railway -- you have acted for Seatrain in a number 
of cases? 

A. Yes. 

Q. For the Icc, for their presentation? 

A. For Seatrain's management, and in the 


presentation before the ICC we recommended to them, and 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22006 
TORONTO, ONTARIO (Sine lair ) 


we have used a technique which says, "What is the 
plant for? What is it designed to do? What is the 
normal efficiency and capacity of that vessel for 
handling the cars?", and that is the technique we 
applied in developing the costs. 

Q. What docket was that for, do you remember? 

A. I guess the first one was a docket known 
as 33257 which is a pulp board study, and others 
subsequently. 

Q. In the Aluminum case, do you remember 
your office --- 

A. For Seatrain? 

Q. No, in the Aluminum case in which they 
appeared in regard to --- 

Yess 

Q. You remember the docket? 

Aweeel don't remember the number. 

Q. But you remember the case? 

A. Yes, sir. 

Q. Did you take actual or standard costs in 
your analysis in that case? 

A. As far as the rail costs were concerned 
we were a little handicapped because of the nature of 
the problem. We could not take anything but utterly 
average costs. 

Q. That is an interesting matter: " Utterly 
average costs" -- do you mean by taking utterly average 
costs that this is a very poor technique in costing? 

A. Yea. If you are after the out-of- 


pocket costs, you certainly don't get an actual 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22007 
TORONTO, ONTARIO (Sine la ir ) 


representation of out-of-pocket by using these 
averages. But it depends on your question as to 
whether you may want to make the extra effort to | 
revise it. 

Q. In these appearances before the ICC, 
one of them the oe Governors! case, and the other 


was the Transcontinental case; correct? 


A. Yeas, sir. 

Q. In those cases you made cost studies to 
justify rate levels? | 

A. Not entirely. 

Q. I suggest to you the cost study you did 
enabled you to say under oath, "Based on my cost 
studies, if such and such a rate were in effect it 
Would be non-compensattory"? 

Ae iwtes ,wairs I would say the same thing 
here if I were doing the same job. If the figures 
showed that, that is what they would show. 

Q. In costing before the ICC, shippers, 
railroads and other transportation agencies develop 
costs and they are relied on and used to determine 
rate levels; correct? 

A. Yes, sir, and some are better than others. 

Q. Yes, and in costing before the ICC the 
basic technique is known as rail form A costing 
Procedures? 

A. That is what most people use, I will 
agree with you. 

Q. As a matter of fact, in the studies you 


have done down there, you use it as your basic costings 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22008 
TORONTO, ONTARIO (Sine lair ) 


procedure, do you not? 

A. Where we can we use it simply as a point 
of departure. We don't live with it if we can get 
substitution of actual for average. 

Q. But in many cases, notwithstanding the 
fact that you could not get these separations, you did 
use averages... 

A. Yes, sir. 

Q. «end ‘you were quite confident in 
presenting the results of your study and asking the ICC 
to take action in regard to them; correct? 

A. That is right. 

Q. For instance, in the Southern Governors ' 
grain case outside of southern territory you didn't 
even, because you didn't have the data I presume, 
separate between way and through trains; do you 
remember that? 

A. I don't recall. I am sure I have done 
that on a number of occasions, but I don't have the 
information. I don't know about that partioular one. 

Q. Your evidence in this Southern Governors' 
grain case, page 19 (indicating)? 

A. Yes, Idid, - 

Q. Now, under the basic techniques of the 
ICC» what they do is take an overall average of 
variability; for inatance, 80 per cent of all operating 
expense? 

A. Yes, gir. 

Q. Fifty per cent of cost of money on road 


property? 


; =e) 


rie -_ 


tog ago ew tt ae, sittw - ‘ovit i a0b ww vex 
.ogsTevs not teutos, - onscreen 
eit sotteetnddiwtod weneo yoem at we +o 


‘BID voy Ano2texagee eaedy 09 ton Brvoo voy teat ton! 


.« 
a 


o¢ sogeteve 


ute (eeY vA) 


a erry 
va 


O02 ent gntdne Bow vhute woy to avtiner edt gattvenss c iu 


Tieextoo iment? of busget at notion ovat ot |. 
Sig.he at tert oa 


rt tasbiises etiup atew OY DB's» ri jon 


é 1 ly 


| | a 
'anenveveD nxedvvwok ely af , soustent ‘tot ff a ‘aa ~ 
t'abth voy yrottxret nxeddvoe to ebtetwo seso “88 7 " 


we 
.omyserq L ateb ed? ever v'ablb voy euowoed Tove oy eae 


soy ob j;erlexd davexdt bas Yew teewted etoxagen | a 
Tadd reduomes 7 * i 
i 
eiob ever I exe me I ~ifecer #'anoh I LA - * 
a , 2 


ont eved ?' nob T ted .eanotascooe te redmwa es no ted? tg 


oo welvottupq vert tuode wood t'nob I roltamsotat | 


Bron TOvoD fvecdvee utdd at eorebive mwoYy .9 mee 


C(getteotbat) Cf ogeq ,eneo aterg 
» BIG pi 4, sor vA a@ 


ent to aevpl tngiost oleved eAt tebse  .woK 4.9 - 


‘Oo sgerteve Ilereve aa edat at ob vent resi 


tte .eeY 


Ss0% fo Yenom Yo t8o00 to tne0 Teq VIILT 


ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22009 
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A. Yes, sir, 
Q. One hundred per cent of cost of’ money 
on equipment? 
AL «That is right. 
Q. And in evolving their investment cost 
they take the present value of lands and rights; correct? 
A. That is as far as the ICC itself is concerned, 


yes sir. 


---Short recess. 


; a 
- 6 ee 
faoo joonteevet short satviove at mn Pe ear | 

z Baek 2 
99% 709 petdges bas a 20 out BY inane ont ee 
A si 


“Bel gooces et Weertt oor oat as aet a8 eb sect oA ib ar 


i$ 
ai 


yar oor e 
_. stngit ef ted Oi ee 


ste 8 % 


As ee a 


wie _* 


BA 


ine ‘ 


ae -Besoer trodd- 


¢ a , f na ‘a 
* : care pT 


ANGUS, STONEHOUSE & co.LTD. Saunders, cr.ex. 22010 
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(Sinclair) 


THE CHAIRMAN: Yes, Mr. Sinclair. 

MR. SINCLAIR: Mr. Saunders, when you said 
that rail form "A" was within the average and that in 
some instances you made specific studies to cover some 
of the factors on an individual railroad by movement, 
you meant by this you supplemented the rail form "A" 
data by special studies; wat tnt what you mean? 

A, Well, substitute to the extent possible 

Q. But in making thadetepesiel studies 
in the cases you have been associated with and ie the 
cases that you know like the Southern Governors! Grain 
Case and the intensive cost study you did, you did not 
make nearly as many special studies or introduce the 
tracing to the degree that was done by the railways in 
this grain case study which is before this Commission. 

A, No sir. I have a very high opinion 
of both studies as techniques and as an advance in the 
art and so forth. I have never sugnestea that they had 
not done fine work. 

Q. Now, in the use of cost for rate 
making purposes you cannot fix the rates on out of 
pocket costs, you have to take into account an equitable ap- 
portionment of constant costs and look at the total 
cost of moving grain. In the Southern dachchone Grain 
Case I think you did make an apportionment of costs to 
the traffic you were studying in the case. 

A. Well, you have to be very careful 
with that. I think I have always been careful to say 


that fully distributed costs is not a meaningful 
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calculation in am of itself except as a way of showing 
what it is over the prorata of the corfant costs, over 
the traffic on a unique basis. It is not the way to 
make the rate. I just cannot conceive of not having said 
in connection with anything of that kind that one must 
be very careful not to use such a principle as "the 
rate" as a final determinant of the rate. 

Q. I think those were the words you used, 
it won't be the final determinant of the rate; would 
that express your view? 

A. I would go stronger than that on it 
because it is just an interesting principle. 

Q. It is more than that; Lrecit not; 
because you would be the first, I am sure, to say that 
you must not make rates on out of pocket costs alone. 

A. You mean at the out of pocket costs 
level? 

Q. Or some sliver above it. 

A. You make the rates as high as you can. 

Q. But the out of pocket cost is 
determined only for that reason to show that if you go 
below that then you are in an absolute burden position; 
is that not so? 

A. That is right. If you go below out 
of pocket costs you have inflicted a burden on the 
operation. 

Q. And beyond the out of pocket costs 
you will look for placing of traffic in its relative 


position in the freight rate structure and you have 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr.exX. 22012 
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account for it, I suggest, what on the statistical basis 
the volume of that traffic would draw or should draw of 
the total cost of the operation. 

A. No sir, I do not think that is so. 

You can do that, it is a mathematical exercise to do 
that, but when you have gone above the out of pocket 
cost evel yous objective in finally picking the rate 
you want to set is maximized. You do not say, "I am 
going to put this rate at $3.00 a ton because that is 
what the fully distributed cost is". If $3.00 a ton did 
not maximize your revenue you would use something else. 

Q. But if it is below, something else 
must cross-subsidize it, the total cost must be earned. 

A. It is not a question of subsidizing 
Lit‘ 

Q. Its cross-subsidization, I said. 

A. Yes, L heard, you., -It is.mnet a.question 
of cross-subsidization. You still want to. maximize your 
revenue and if you get as much as you can out of the 
traffic and it is less than its average contribution, 
that igalfully distributed cos® must themselves average 
the revenue meed and, gee, I would like to have that 
as a direction but you do not make high rates go down 
to that degree, and you do not make low rates go up 
to that degree. 

Q. Now, in the Southern Governors! Grain 
Case you did get constant costs favourable to traffic 
and I suggest to veu-veu did it on a ton and ton mile 


apportionment basis. 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr.@xX. 2201 
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Af? Yeas, -sir, 

Q. And if this cost study of Canadian 
Pacific used a ton and ton mile apportionment of constant 
cost, you would have increased the eapet cost for the 
movement of grain to export weutcucnt in western Canada 
by $12 million dollars, would you agree? 

A. Now, you are way beyond -- you are not 
talking to me now, you are valiing to Mr. Stenason. I 
have not done a thing with this point on calculation of 
the grain deficit. I do not know what the result would 
be if you used ton and ton mile apportionment as far as 
grain is concerned. 

Q. Did you look at the evidence of Dr. 
Ford K. Edwards in this case relative to the cost study? 

A, Yes, I did. 

thi I suggest to you in that evidence his 
evidence was if you average a ton and ton mile base 
instead of the percent variable base computed by the 
Canadian Pacific, the result would be an increased total 
cost of $12 million dollars. 

A. That may be but it is nothing I had 
anything to do witli 

Q. You did not check this out? 

A. No, I made no attempt to evaluate 
this whole subject. 

Q. But the ton and ton mile basis is a 
basis that you used when you costed out grain in the 
Southern Governors! Case? 


A. That is true but I will merely say to 


_e 


\ 
5 


‘ i “_ 
aa at ALON | 0 : * abvewa 


ey 7 asibeaad 15 arte teoa ‘ands ab 
oo oy 
Bh dnadenos to inomnioteoqgs oli noe" bis not 
“el " 

é 

| sit toI teoo Latod ‘ond bessozoat oad bistow wy a 


Ree : “th 


shsaus0 Ateteew nt anotstacy toaxe od berg: 0 


ap 


aril. 
7 
Wie 


$29IBS LOY biwon ceimtob aonttta ‘sth x 


| jon o%8 Voy -- eT sth e128 | voy i eS 
{ 


I .ttosgast@ sa ov gntatt sd S18 MOY . wor om of Hitt 


to noltsivelss 


“fo Satoq aldd’ dtlw gakdd 8 emob ‘Ton evi 

bivow tivueer ort isiiw' worst Jon ob I | .3totteb nists ont itt 
ng eo a 

as 1st as Inemiotdtogge sll not bas not beau wor’ a ae | 


ae a 


‘.bertsomoo at ise fi 


; as ~ Py Py Te » &§ , . | 7 ; 
1d ‘Io softehlve eng tse slool voy bid ~ 6 / ne 


*ybute gaoo sds ot avttalor oaso atdt ot ebiswha .x brot (2 


etd sonebive gan? ak voy o¢ teense Ez. 49 
eesd oltm aed base not #8 936% SVE “HOU tl eaw somebive pf 
eid yd betwqmos sasd elds iis, one so°TEq ont To bsete it! 


[stot beoagersat ae ed bilyow tiveet ony ,oltfosl athena) 


Pe 
4 


,ersiflob motfiLiIm Sie a5 te08 

bei I yateiton ef tt tud ed yam si wh — 
| itn ob ee acctatin 

Tivo aids aoeds Jon bi ce) RN 


sisulave ot tqmetis on sham T Bhs oA 


s at atesd ofta hod hunt not arid ‘wwe ac = 


re 


odd at ates tro betaos = cate beets 


%. fey 


a, 


oF vse “fone tite i dud fabs a Hie su. 


ANGUS, STONEHOUSE & CO. LTD. Saunders, cr.ex. 22014 
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you that it is an arbitrary and a rough kind of principle] 
I did not give it any weight, I never have, and if I 
showed it to you it weuld be there and that is the end 

of it. It is only put in because people are always 
shouting about fully distributed costs but it has no 

rate making significance. 

Q. In your opinion the place of the rate 
in the rate structure that will enable traffic to move 
freely and maximize revenue is what governs the level? 

A. I would put it this way, that 
management 's probiem is to find that rate which will 
permit the hae teats tonnage to move and produce the 
maximum net revenue. 

Q. And in doing so not to distort the 
overall rate structure. 

A. I do not know what you mean by 
"distort the overall rate structure". If you are talking 
about some schematic diagram that somebody has, 4 
classification form that shows everything has to be 
40% of first class or we are going to quit, it may be, 
but I do not think those rates are made realistically. 

Q. Well, Mr. Saunders, in approaching 
rate making and in da leverns costs to assist tribunals 
in fixing a proper Levet of rates, you! are not one of 
those that thinks this is an impractical thing? You do 
not think cost finding in railways is impractical? 

A. No, I think it is a very important 
necessary thing today. 


Q. And it is, I am sure in your view and 
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ANGUS, STONEHOUSE &co.LToO. Saunders, cr.ex. 22015 
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in the view of many people with whom you have associated 
before tribunals, a technique of evaluation that can be 
relied on by those tribunals with confidence. 

‘A. Well, I think that is where the problem 
is a little difficult to give a simple "yes" or "no", 
if I can state that way. There is no question you can 
make cost studies, I oan make a study and John Stenason 
can make a study dud there may be different ways of 
approaching dnd problem. The real difficulty is to 
try to’ decide what is the real question of the railway. 
I have to find out what is the nature of the problem. 
Now, if it is just some general problem, just any old 
rate you do not hive to do very much on study where you 
are not arguing about some policy question as we are 

“here in this particular hearing which is not just a 
study but a very special and unique question, A question 
that is wrapped up in national policy and the history 
of Canada. It is not the sort of thing which mm would 
do, I submit it is not the sort of thing one would do in 
quite the same way as if one was copceubag before the 
Board of Transport Commissioners betedvenat as agreed 
charge on steel. That would be quite a different study, 
a much simpler study. 

Q. But, Mr. Saunders, studies much less 
precise, much less refined, much less reliable have been 
used by the Interstate Commerce Commission as a basis 
for determininatim of rates affecting substantial 
volumes of traffic in the United States? 


A. Yes, but my point is, it depends on the 
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situation and the nature of the issue. If you have a 
general coal rate adjustment, for instanee, and I have 
been in many studies like that, where the problem was 
how to relate coal rates from one mining territory versus 
another mining territory to a common market, You can 
take many iiberties with it because the issue is not, 
is itcompensatory or not compensatory, the issue is 
what is a fair relationship of one rate to another and 
what light can cost throw on that. That makes a 
comple tely different -environment on this sort of cost 
question. 

COMMISS IONER ANSCOMB: Is that your just 

7 | 
and reasonable definition? | 

THE WITNESS: It is one of the elements 
of just and reasonable you have relative to another 
movement of that commodity or a related eommodity: 

COMMISSIONER MANN: Mr. Saunders, I want 
to get this point straight; does that mean that if a 
tribunal is to evaluate a cost study it must know the 
purpose for which the cost study was made. 

A, Absolutely. Some things that are 
perfectly adequate for one question cannot be useful 
for another. I think it might help Mr. Sinclair if I 
could clarify my position on this because I really do 
want to be helpful. I approached this in this way really 
because when I read the railway presentation it said 
the problem of the Canadian railway system is the 
Crowsnest rates. I looked at it and I said, “I just 


cannot conceive of that being the problem, I want to use 
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data to test whether there are other problems." The 
whole focus on this and the orientation was to apply 
this method to other aspects of the railway system. I 
have just not looked at this. 

MR. SINCLAIR: Q. But you did know because, 
you have answered me before,that these rates were the 
only rates that were outside the control of the railway 
to adjust? | 

A. Yes, sir. 

Q. The only rates? 

A,. Yes, sir, 

@. And you do not think that makes it 
the problem when it is such a large proportion of ton 
miles? 

A. No, sir, because as I have said -- 

Q. Well, the railways disagree with you. 

A, I have said in my presentation that 
these other problems that I have described such as 
passenger and branch line problems some of which run 
through your grain study are bigger problems than grain 
itself. 

Q. We will see about that, Mr. Saunders. 
We have your view and that is why you have answered 
the way you have. I take it that the first step, in 
any event, is to determine the relationship of revenues 
and cost for this very large segment of traffic and then 
you have to see what you are going to do about it. 

A. I think that is a very desirable first 


step, yes sir. 
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Q. Now, Mr. Saunders, in dealing with this 
matter of costing, at page 21, paragraph 2 you state: 

"..ethe analyst must be sure that there are 

no important influences that he is omitting 

or refinements ‘that he is glossing over." 

Would I be correct in saying to you thes 
what you mean in that statement, what you are expressing 
here is that the cost analyst must take reasonfble steps 
to make eae that his work does not overlook 
refinements that would have a significant aes on the 
result. 

A. That is right. 

Q. Now, for instance, in the Southern 
Governors! Grain Case when you did your cost study you 
were satisfied that you were not glossing over things 
that would have a significant effect on the result. 

A, That is right. This way. train questio 
you asked me about is a good iilustration of that; when 
you have 1000 miles of haul in the west Pee bar ties of 
a 20 mile movement in sa werd ema on that would not be 
very great so IL did! not see that there was any problem 
in evaluating it. 

Q. And you were quite prepared to take 
the average in the Southern oars a Ben fisheete and 
you were quite prepared to ee iag aun for one or close to 
Lone’ for ene weighing, ‘passenger “versus their C.T.U., in 
that case? 

A. I had to accept the accounting records 
as they were, I could not do anything about that on the 


freight and passenger. 
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Q. But you did not make any qualifications 
on that? 

A. Well, I have done it a nunber of times; 
sometimes you have to live with facts as they are and 
work from there. 

Q. But neswithstanding living with facts 
as they were, as I say, you have agreed if ne rate + 
proposals put forward by the people in the Southern 
Governors! Grain case were implemented they would be none 
compensatory and notwithstanding that, you, as you say, 
could not make a passenger freight separation. 

A. That is right. 

Q. new, in costing knowledge of the plant, 
of the operation of the plant, traffic, operators, is of 
great assistance to the cost analyst in preventing him 
from falling into error, 

Q. It may. 

ya ris ,@..For instance, when you work 
on cost situations in the United States the procedure is 
for you to discuss the matter thoroughly with the 
operating beveie cand the various engineers in matters 
of that vine afd the general set-up to assist the analyst 
in trying to give him some knowledge of the plant. 

A, Yes, sir. | 

Q. Then, generally speaking, cost analyst 
try to get over the property, go out on the ground and 
take a look at some of the switching studies. 

A, It depends how important it is in 
the study; if it is an important part of the study you 


would want to be on the ground at least a little bit to 
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know you are setting it up properly. 

Q. Now, Mr. Saunders, as a cost analyst 
you agree in regressions that you are concerned with the 
statistical significance of the results of your equations 
and you are also concerned with the meaningfulness of 
the variables adopted to explain the expenditures. 

A. That is right. | 

Q. And in approaching statistical 
evaluations you must keep in mind some of the theorems 
and truisms that are necessary to be taken into account 
in these statistical evaluations? | 

io I do not know what you mean by that. 

Q. Let me see if I can give you an examp le 
if there is an equation that has an indepenéent variable 
that explains the behaviourism and the expnudiiees ohner 
review and the independent variable is broken down into 
some components and the components of the variable broken 
down are introduced as independent individual Ges ray 
in the equation, the R@ or the goodness of the fit will 
improve? 


A. Iam afraid I fell off the train there. 
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Q. All right, Mr. Saunders, we will do it 
over again, If in an equation ais _ break aban one 
of the Cuban rani vali wens into components, 
down, say into two components and introduce those 
components separately as independent variables in 
the equation to explain the behaviourism on the 
expenses wmder review, the result will be, I suggest 
to you, an important index of fit or, -put another 
way, to raise the value. 

A. I don't know whether it will or not, 

2... priori. 

Q. I suggest to you this is a truism, a 
statistical truism,and you asked me for an example and 
I am giving -you this as an example of a statistical 
truism which must be taken into account in waluating 
statistical evolutions from equasions. | 

re Kt think if you take the right pieces, 
the meaningful pieces of the total that you eile 
would generally improve the fit. 

Q. Iamnot saying generally; I would say 
that --- 

A. It has to be a reasonable breakdown ; 
let us put it that way. 

Q. Unless you will improve the fit every 
time, except where you have a perfect linear 
relationship. 

Ae ee thought of it quite that way; 
it noni very well be a truism. 

Q. Now, arising from the fact the effect of 


the number of independent variables, the Re Value must 
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be taken into account in your evaluation, and you 
agree, I take it, that the present evaluating 
statistical sequence is on guard because of this 
statistical truism and not to rely upon goodness of 
fit, say, in that one equation is better than another. 
A. Well, I don't want to get technical or 
to put it in technical language here, but I think 
perhaps this is where I would differ with the C.P.R. 
on the gproach because I am not just interested, and 
I submit I don't think the C,.P.R. should be just 
interesteq ina mere statistical fitting; I think you 
have to ask yourself, "Does it fit and does it make 
sense?" I don't know what I would do in a particular 
case without studying, if I had a choice, between 
using a technique that gave a better fit but that 
didn't make sense from an operating point of view 
and didn't make sense from the practical application 
of it; I don't know just how I would handle that. 
I fast don't think it is a truism that one just 
looks for the fit, and that is it. 
Q. Well, Mr. Saunders, what I have put to 
you -- and you say you disagree with the C.P.R. 
approach -- what I put to you is this; that R° 
values, which we are going to look upon as extending 
goodness of fit, are not because they have been 
improved; they are to be taken to improve the equasion 


2 results 


if the result of the improvement in the R 
in the breaking down of one of the independent 
variables into two components. 


A. They may not really be an improvement, is 
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what you are saying? 

Q.. That is right. 

A. It 1s true there may not be a real 
improvement ina pure statistical sense. On the 
other hand, if breaking it down gives you a better 
way of explaining what is happening or of relating 
“At to the circumstances in which the traffic is 
handled, you shouldn't be deterred from using it 
just because it is not better. In other words, I 
think it is a mistake to look at this as a 
mathematical problem. 

Q. What I am suggesting to you is this; 
that statistics should not lead you astray, in the 
way that you are putting it, by looking at an 


2 is not a mere 


improved R°, if the result of that R 
explanatory equasion, but in truth is only 
resulting from the introduction of two interests; 
one, independent variables, the two being components 
of the first equasion. 
As I think what you are saying is that it 
may look better, but may not really be better? 
Q. That is right. 
A. I agree that that may be the case. Now 
when you have that you will have to ask yourseif, 
"Shall I use it even though it is not better statistically, 
but it is there from a practical standpoint in that 
it explains what happens as an operating fact." 
Q. One of the things you must immediately 
do, even though you saree got an improved index of 


fit from the equation that you are dealing with, and 
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3 by breaking it down into components is to consider 


4 on the breakdown whether you have some "t" values? 

5 A. That is right. 

F Q. Because you can improve the Re or the 
index fit by introducing independent variables into 

/ an equation, and you really are destroying the 

8 


equation because you have introduced, for instance, 


9 collinearity? 


10 A. .That...is.right. 

11 Q. So that the statistician, after he is 

12 finished looking at his R° and his "t" values, he 

” has got to go another step aiso, and that is apply 
his knowledge as to whether the variables being used 

are appropriate in the circumstances, and on the 

Is Rag question for extending the behaviorism 

16 of the expenses, do you agree? 

17 A. That is going beyond the statistic 


18 mechanics? 


Q. That is right. 


19 
7 A. I agree. 
Q. And he must do that if he is going to 
a properly evaluate the equasion? 
a A. Yea sir, 
23 Q. Now, Mr. Saunders, one of your criticisms 


24 of the Canadian Pacific cost study was the regression 


25 equasion 22, the expense group being track maintenance 


6 expenses? 
97 A. That is right. 

Q. Now, you remember some weeks ago we had 
28 


Dr. Borts here and he criticized the Canadian Pacific 


29 
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202 expense group, and he presented as you will recall 

A. No, I am afraid I will not, but go ahead. 

Q. You haven't read his submission? 

A. I saw 1%, but I haven't really studied 
it. 

Q. You haven't. Now, Dr. Saunders --- 

MR. MacKIMMIE: I am not sure I even got it. 

MR. SINCLAIR: You didn't get the transcript? 

MR. MacKIMMIE: I don't know about the 
transcript, but I am not sure I got the studies. 

THE WITNESS: I think we got Memo No. 1, and 
I went through that, but I can't gay that I really 
digested it. ; 

MR, SINCLAIR, Q: You remember that Dr. 
Borts advanced two models, and he finally finished with 
a model which he designated as . 202C as saying 
this is the model that he thought was the model that 
you would prefer over the C.P. model. 

A. I know he went through something of 
that gort, but I don't feel --- 

Q.- You don't want to discuss his model? 

A. Well, I don't know that I don't want | 
to discuss it; I am not really familiar with it. 

Q. You will recall in his model minimum 
track maintenance expense was deducted from the 
expenses to be external to the equasion; that was the 
first step. 

MR. FRAWLEY: Why not ask him whether he does 
recall it. He has submitted he is not very familiar 


with it. 
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MR. MacKIMMIE: Mr. Frawley, did you ever 
give me Dr. Borts' study? 

MR. FRAWLEY: I am not sure that I did. 

MR, SINCLAIR: The witness says he has got 
it, so Iam sorry if counsel was overlooked by Mr. 
Frawley. 

MR, MacKIMMIE: Just settle down. We are 
talking about what the witness knows, and if you want 
to tell him what Borts says, go ahead and tell him, 
Why do you have to get into --- 

MR. SINCLAIR: I am putting my questions the 
way I think they should be put. | 

MR, MacKIMMIE: You are trying to get the 
witness to say, "I presume I know - and so". 

THE CHAIRMAN: Can the witness answer? 

MR, Ma cKIMMIE : I am saying to my friend that 
if he knows how well it is worked here, if he knows 
that Borts said this and this, we will know whether he 


can answer any questions with respect to it. 


MR. FRAWLEY: Or let the witness see the 
memo. I am only referring to the futile nature of 
my friend's cross-examination of the Se ees who gaid 
at the very beginning that he didn't look it over too 
carefully. 
THE CHAIRMAN: What is the question? 
MR. SINCLAIR: I think that would be very ‘wise. 


MR, MacKIMMIE: You have taken so long to 


MR. SINCLAIR: I am just new at this md I don' 
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know as much about it as you do, so you will have to 
bear with me. You understand these things, and I 
bow to your greater knowledge and ability. You be 
kind to no and let me go on in my stumbling and very 
inept way and see if I can assist the Commission. 

MR. ‘MacKIMMIE; On that basis, yes! 

MR. SINCLAIR, Q: I don't really understand 
this, Mr. Saunders, nearly as well as Mr. MacKimmie 
does, so you will have to bear with me for just a 
moment, but in 202, the track maintenance expense 
group, Dr. Borts, external to the equasion, developed 
the matter of track expenge; do you recollect that? 

A. I know he did, but I don't recall the 
procedure. 

Q. .The figure was something over $700; 
it was $726 or $724, 

A. Is there a question? 

‘Q. Do you recall that figure? 

A. I don't actually recall it, but I am 
Sure that I read it. 

Q. Then he went on and instead of using it 
as an explanatory variable, he used --- 

MR. FRAWLEY : The witness doesn't know whether 
he did or not. Surely my friend knows that you should 
put it to him, "assuming he went on and did this, 
and assuming he went on and did the other." 

MR. SINCLAIR: Well, Mr. Chairman, again I 
guess I don't understand. 

MR, MacKIMMIE: I» think if you had put it 


to him --- 
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MR. SINCLAIR: Granted, I found even I didn't 
understand it by such an authority as my friends. 

MR. MacKIMMIE: Thank you. 

MR. SINCLAIR: It is nice to know that he is 
capable of determining these matters. You Wave just 
made a determination, Mr. MacKimmie. 

Q. Mr. Saunders, do you recollect the use 
by Dr. Borts of train miles instead of gross ton-miles 
in the explanatory variabie? 

A. You are getting me pretty far down the 
road from where I was. I am really sure I saw it, 
but it wasn't something which I felt any responsibility 
for and I hag@ other things to do. and I just don't 
recall it. i 

Q. Over the recess which we hese. coming 
up shortly -- and I suggest on account of the heat 
that is in this room that we take it now, because it 
has been over 80 here ail day -- that you alco a 
look at Dr. Borts' model 202C, and I am asking you 
a question here. | 

MR. MacKIMMIE: I will take objection to that. 
This witness is surely called here to defend and to , 
cs asked questions on the matters on which he speaks 
and the exhibits which he» has studied, and I think 
for Mr. Sinclair to ask Mr. Saunders to take overnight 
and work on someone elise's -- I gather that Dr. Borts 
couldn't have been here. He is the man to answer that 
question, not Mr. Saunders, and I gubmit that it is 
most unfair to ask him to crticize Dr. Borts' work, 


and I don't think we should be asked to do that, and 
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I am taking very serious objection to being told that 
we have to do that. Mr. Borts surely is before this 
Commission, and it is the Commisaion's chore to weigh 
and give whatever weight they want to Mr. Saunders 
and Dr. Borts and Mr. Banks and Dr. Edwards and Mr. 
Stenason, but to put them one against the other -- 
it is unfair to ask us to do it. 

THE CHAIRMAN: If Mr. Sinclair asks the 
witness to make a comment on what Dr. Borts said, and 
the witness cannot; that ends it. 

MR. SINCLAIR: What the witness has done, 
Mr. Chairman, is that he says in effect in his appraisa 
here that the Canadian Pacific model, for the 
explanation of track maintenance expense, is not 
correct and that you should do other things » it; you 
should introduce other variables to it, and with all 
due respect to the witness he went through to use my 
friend's expression -- pardon me, the witness' 
expression on another matter, and there were a number 
of exercises with numbers and he discussed* them in 
his precis. Now, if he was looking at the behaviouris 
of the 202 group of track dettiinnsilte | due expenses 
as we defined it, I suggest that one of the things he 
should have looked at was 202C as advanced by Dr. 
Borts which is available to him, and I think that it 
is only proper and quite right for me to say to hin, 
"Here is what Dr. Borts did on this. Did you do this? 
Did you do that? Why didn't you do this? Why didn't 
you do that? Do you agree with this? Do you agree 


With that? Do you think that yours is an improvement 
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over that, for this reason and for that reason?” 
Surely I can test this witness’ vac teae of his 
equasions by using regression equations advanced by 
other statisticians, and not just out of the book, 
but read in these proceedings, and that was ail I was 
intending to do. 

MR. MacKIMMIE: Surely, sir, surely to * 
Heaven my friend is not serious when he " cavities, 

ST am entitled to tell witness A to come and look at 
witness B's work, and have him come back and I want 

to ask him why did B do this and that". Surely Saunders 
is responsible for every criticism which he has 

made in these studies of the C.P.R., but not on what 
Borts has done. My friend can come with a dozen things 
from all over the country, but it is entirely improper 
for him to suggest he read these studies. 

MR. SINCLAIR: I wonder if my friend knows 
exactly what the effect of the criticism of this witness 
ia at 202. Maybe he would explain that so I can 
understand his objection to my objection. 

MR. MacKIMMIE: I don't intend to educate 
you at all in what we are doing. Mr. Saunders is here 
and he has told you what he finds wrong. Ask him 
what he doesn't like about it, but don't ask Mr. 
Saunders what Dr. Borts does not like. You had 
Dr. Borts here and you should have had sense enough 
to ask him. ; 

MR, SINCLAIR: Well, whether I had sense 
enough or not, I saan gay to my learned friend that 


my position is before the Commission and I wish to 
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ask the witness the kind of questions I have asked. 

THE CHAIRMAN: Well, you suggested we 
adjourn, and it is now almost 4:00 o'clock. Tomorrow 
the Board of Transport Commissioners is sitting here 
and as there are ate people using the hotel, we 
will meet in the Assembly Hall at 90 Parent Street 


at 10:00 o'clock. «. 


oe 


---Ad Jjournment, 
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Ottawa, Ontario, 
Monday, January 10, 1961 


--- On commencing at 10:00 a.m. 
--- CROSS-EXAMINATION BY MR. SINCLAIR, resumed: 

Q. mis" Saunders, last evening we were 
discussing! before. ad journment the regression equation 
by which you trace ihe behaviourism of track 
maintenance akpensen? 

A. Yes, gir. 


Q. In developing the behaviourism,of track 


Maintenance expense, in your opinion it should tie 


minimum cost per.mile of track be developed 
extraneous to the equation? 

A. Should it. be developed --- 

Q. Extraneous to the equation. 

A. I do not know about the "should" part 

of-1t, but it could be, I suppoge. laid’ net do’. 
it that way. 

Q. You agree that-if you develop the 
minimum track maintenance cost extraneous to the 
equation and you are wrong in your extraneous 
development, this distorts the whole equation, and 
if the figure you have used ig wrong the equation. 
must fail? 

Ave Wests; . wit would certainly distort the 
equation. | What would happen to the equation after 
that, Ido not know; -without knowing a little 
bit more about how relevant it was, and so forth. 

Q. Well, any factor that distorts an 
equation and interferes with the inter-action of the co- 


efficient will give you the wrong answer and therefore 
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the equation fails and should be discarded? 

A. Well, it would give you a wrong pa: 
E am sure, if you had had a wrong input or this 
extraneous factor that you are describing, but how 
wrong it would = 4s another question. ..I just don't 
know, until we see the effects of whatever the wrong 
number might be. 

Q. Let us take, for the -sake of a number, 
_ that the difference is as much as $400.00 per mile 
of track? 

A. .Yes. I think that would have a 
mbstantial effect on the equation. 

Q. -Now; as an explanatory variable for 
road maintenance expense, you agree that train miles 
is not a realistic output unit to measure behaviourism 
of track maintenance expense? 

! A. You never question mark on the end 
of that? | 

Q. Yes? 

A. Well, certainly train miles is not 
gomething I would go to of thinia ; it would not occur 
to me to look at train miles as a way of explaining 
track maintenance, but there may be some thing that 
underlies that that would be worth looking at. 

Q@. Well, for example, if you take train 
miles you would be giving the same weight to the 
track maintenance expense whether you had a caboose, 
hopper, without caboose, or a hundred mile train? 

A. That is true. 


Qo. ‘Onat Pou had a four unit diesel consist 
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as a power unit, or if you had a one unit diesel power 
unit? 

A. © Thatitis right. That would be the 
effect. 

Q. This ‘is a*distortion, I suggest to you, 

and its inter-action within the equation can. or should 
result in the analyist being very suspicious in 
‘testing this against engineering knowledge of — 
effect this has on track maintenance expense? 

- A. You dered itily would have to be very 
careful with et. I would not approach it cane way,» 
Leutiuld could @mnceive of someone trying that to see if 
it ‘throws any light on the problem of what makes 
maintenance behave the way it does. 

3 Q. And another thing Mr. Saunders, that 
you would, I take it, consider would be ne oT 
ton. miles would. be a factor that asp eoaTan put into 
an equation he you were looking at track maintenance 
expense cost; this would be a major element and 
to leave it out would be wrong? 

A. Well, there again, this is really the 
game question you asked before ina little different 
form. | 

As far as I am concerned, I see gross ton 
miles as avery important factor to look at and to 
consider awe to evaluate. But it is possible tO 
approach this from another point of view and see 
whether or not some other factor other than gross 
ton miles may offer some explanation wiich in turn 


may be very helpful in then correcting or improving 
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or -modifying the gross ton miles. It might be that 
one might note that gross ton miles alone are not 
enough of an explanation. 

Q. I suggest to you that it is clear that 
if you put in train miles and gross ‘ton miles that 
you get collinearity and you should immediately re je ft 
the equation, I mean, it does not take a detailed 
knowledge of railway operations to know that these 
wo things would have interdependence and bring about 
bai Giant sty immediately? Do you agree? 

A. Well, there certainly would be that 

problem -- I do not doubt that for a moment. But I 
do not look at this whole tne as a clean-cut 

simple arithmetic exercise. I see this as something 
extremely important and highly compiex and an area 
in which we are really at the threshold of discovery 
mther than having long since past it. Our whole 
approach to it was with the idea of trying to take 

the step and ask a series of logical questions: "How 
about this?", and "How about that?", and "What things ., 
can we look for in trying to explain this"; without 
at the end feeling we had ail the answers. And I 
think this other approach, too, might offer some 
promise of gaining some certainty. 

Q. Are you serious in the application of 
multiple regression that you are at a threshold? You 
have been out of school for quite a while; I think 
you must have studied it when you were in school? 

Ane i GiG;. dt think that. 18. an, ..unfair 


statement of what I said. I said that with respect 
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to track maintenance -- and if I have to say it 
again -- with respect to track maintenance, I do not 
feel we have passed the answered point. We are at 


the beginning of finding the answer. 

Q. Would you rather take the average and 
apply average percent of variability as developed by 
the ICC cost finding procedures, or would you rather 
do tracing through the application of multiple 
regression to track maintenance expense? 

A. I would much prefer to use the technique 
of septa tersa' There is no question about that. 
All I am saying is the numbers we have been working 
with up to now in the field of track maintenance, using 
regression, are in my opinion not the last word. / 

Q@. Oh, I see. What you are saying is 

that further refinement may be possible? 

A. I think further yerindmenta ave essential. 

Q. Further refinements are essential to 
improve it beyond what they have under the ICC; or, 
is it already improved over what they have under the 
ICC? 

A. Well, I think anything that produces a 

number other than uniform percent, which is the 
IcC method, is an improvement -- there isn't any 
Question in my mind about that -- particularly in 
respect to this track maintenance feature Merely 
because a technique is good as a technique -- and 

I am certainly in favour of multiple regression -- 

I think I said-so in my preliminary assessment and 


certainly in volume II -- while this technique is an 
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improvement does not mean just because it is being 
used therefore we must a11 bow down and take an 
ath of allegiance. 

Q@. Of course, Mr. Saunders, we have had 
examples of the uge of multiple regression analysis 
in the petroleum industry on a very highly developed 

basis for, what, twenty-five years, on joint cost 
analysis in refineries? 

A. Well, it has Aeinsiie Sanleod: ea ameniancl wt guess 
in other industries as well, and in engineering -- 
various aspects of engineering, and so forth, 

There is no question about it. 

Q. And indeed multiple regression analysis 

has been used in forestry? 

A. I am just talking about track maintenance 
on railroads. 

Q. What I am going to ask is do you think 
the joint-cost problem of track maintenance is any 
more complex or difficult. than these other 
plications to A een ts have been going on for 
s ane time? 

A. Well, Ido not think it has anything to 
ao with how other industries solve their problems. 

I am saying it is a technique which is very useful, 
wry desirable. I am ail in favour of it. But 

I have seen certain results offered by the C.P.R., 

and I am saying to you that those results, I feel, : 
are not idamtnteck That does not mean I gppose 
multiple regression; it just means these results are 


not adequate. 
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Q. The reason you say they are not adequate 
is because you have judged in your mind that the 
explanatory variables used by the Canadian Pacific 

in their regression analysis are not refined enough 
to explain the variability factors that can be 

f@aced and explained by the introduction of other 
independent variabies; is that correct? | 

A. Well, that is part of it. I also have 
a little healthy caution about just numbers as 
rumbers. We have hada perfect illustration of that 

in this regression field. We. struggled with the 
data on the C.P.R., and we did not like some of the 
numbers. ag couldn't tell you what was wrong with 
them, but we were getting answers that tended to 

defy -what I feit was a rule of reason, and we have 
now found there was some inadequate data in the 
C.P.R.'S accounts. Now, that sort of ---— 

 Q. May I stop you for just a cea ee 

A. All right, sir. 

@. Have you go t reference to this account 

here -=- the track maintenance expense? 

A. Yes. 

Q. And have you reference to what is. known 
in the railway as single gach wien extraordinary. 
maintenamce:in a year? 

Ae Yes, sir. 

Q. Are you going to suggest to this 

Commission that there is not opizaeuds nary, - +a intenance 
appearing in various divisions over a enn as wide 


as the Canadian Pacific at every year, or within 
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a a of three years? 

A. Ido not suggest that at all. I am 
sure that happens, and it tends to obscure the value 
of this technique, which might otherwise be a very 

ideal way of solving the problems. 

Q. How does. it tend to cloud it? Big 

it is. coming _up every year, are you going to 
say you should translate it into an overhead to be 

put across the whole of the divisions? Is that your 
view? 

A. Well, Mr. Sinclair, I think you have to 
go back to work out "Why are we here; what is the 
question?", and I say to you that. the purpose of the 

regression analysis on track maintenance is to 

find out the variable cost, and the variable cost 
is substantially affected in multiple regression 
analysis by having some wrong numbers or some numbers 
that are distorted because they are abnormal, let 

us say, in the accounts of one division -- the 

Vancouver division -- makes a substantial difference 
in the variable cost that is produced by your 

own regression equation, 

Q. I suggest to you, Mr. Saunders, that 
that is open to considerable question, and it arises 
from the fact that you do not recognize, as some 
people in this room who have been in the question 
of maintenance on the Canadian Pacific in general 
Bvenue cases I am sure will recognize, that 
abnormal maintenance, so -called arising from wash- 


outs, bridges, or things of that nature does occur 
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year by year, if you take it on a reasonable term, and 
that by hav ing it in one divigion one year and 
another division the other year does not require it 
to be taken out. It is only because somebody doesn't 
rébbihice the principle of regarding aveorwst 
maintenance throughout the system that he takes it out, 
I suggest to you? 
A. No, sir, I am afraid that this is the 
point of cabential dtzagreement, not in terms of» the 
fdct¥ -- obviously, the fact is that abnormal 
maintenance occurs and it occurs in different 
places, and at different times -- a wreck in one 
place, a washout in another -- but what we are asking 
about is what is: variable cost. At least, our 
first question is that, in connection with track 
maintenance: sieht is variable cost; what is the 
come which is due to the panies of gross ton miles, 
if you will; over a piece of track; the wear of the 
wheel on the rail. That is the question -- at 
“least, that is one very important question, and that 
is a question which Mr. Stenason set- out to try 
to find an answer to, and he arrived at a certain figure, 
and I am sure that figure ture out to be 
substantially different, and properly so, if you exclud 
this abnormal maintenance from one single division. 
Q.. But I am saying this, that if you do 
that and do not take it as an ee and oput it 
tack into the cost, then you have not found the cost 
of moving the steady traffic and; in the final 


results, you come out to something which is not much 
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different from what you had before? 
A. No, sir. I'm afraid -- 
Q@. You disagree? - 
A. I think if you want to get variable 
cost -= you said the cost: of moving the traffic, 
and .you are going to get maybe into size-related 
concepts » and go on «- put I am talking about the 
variable cost, and I think you would get an 
equation of variable cost if you do not include 
the factor of washouts, for example, as an 
element that is going to raise the variable cost’, 
because washouts are not-a function of the passage 
of the wheel. on the rail. | 
Q. But you are trying to get the cost of 
moving a commodity, and if you take it out of the 
variability then you are going to inorease the 
term -- or, are you going to exclude it from the 
independent variable and treat it as a variable, and 
yess it over the track? What are you going to do? 
A. That would depend on what the item was. 
Q@. Iam taking this question of snormal 
maintenance and I am asking what you as a cont 
analyist are going to do? Would you treat it ag 
an overhead? | 
A. Yes, I think -- I am not sure what 
place in the equation I would put it in, but it 
would certainly have some characteristics on 
constant or possibly even another expression. I don't 
just know where I would put it. 


Q. You would not put it in the constant 
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term? You are not suggesting these expenses are 
constant and have no relation over time to the traffic 
moving; are you? 

A. You taik about a washout. I would say 
it ig not a function of the traffic that is moving. 
By definition, I think it has something to do with 
the terrain and the climate. 

Q. Let us take it that it is caused by a 
widge on account of a movement factor building up 
and making stresses that then weakened the structure? 
What are you going to do now? I have got you 
into variability now. 

A. Mr. Sinclair, I suggest to you that while 

I would agree that this is -- to the extent that a 
bridge replacement is due to wear and tear -- there 
is a certain amount of that due to wear and tear and 
‘a certain amount due to other factors, but to the 
‘extent you could determine this wae due to wear and 
tear you would try to put it back into the 

variable portion ofthe equation. But I want to 
point out to you that in John Stenason's Leer 
there’ really is no room to do anything like that, 
because all he had was three years of data, and 

I cannot conceive of the fact that in that three 
years of data somehow they were offsetting errors 
or offsetting biases in the different divisions 

which would somehow work out and make this the 


right regression. 
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Q. Well, you are not going to suggest 
they are errors; you mean by that term compensating 
factors and expenditures. 

A. In some other division that would make 
this come out. | 

Q. The point is, if there is a factor such 
as this is \ one division and you recognize it is recurring 
and having coer factor of traffic volume recurring and 
having some factor of traffic in it then the cost analyst 
should not put it in the constant and say it does not | 
vary with the traffic. careeaii | 

| waite agree if you know what caused it you 
ought to put it in the proper. slot, | | 

Q. What you are saying is unless you are 
satisfied you know what caused Lt you must put it in a 
constant. 

| A. No, I do not say you must. You have to 
know what it is. | 

Q, If you cannot trace it it then becomes 
part of the constant, is that right? I do not think we 
are in disagreement on this. 

A. ‘if. Fou cannot trace it -- I am not 
concerned whether you can trace it in an accounting sense, 
I am trying to get at the purpose of the expenditure. 

| Q. If you cannot explain it with an 
output unit to the satisfaction of the analyst then you 
must treat it as a constant even though you know it does 
have a variable factor in it. That is the nature of the 


regression analysis, is that not 80? 
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A. Well, this is something that goes a 
little beyond regression. You are trying to find out 
what to do with some factors which you are going to 
superimpose on the figures. 

Q. I suggest to you it does not go beyond 
regression at all because the cost analyst to approach 
this situation cannot do it without having thought throug 
what he is going to do with the vibeote expenditures and 
satisfy himself with tests and Knowledge what he is going 
to do. 

A. That is right. 

Q. So, my question to you is if you cannot 
trace it in the sense you cannot satisfy yourself as to 
the explanatory unit even though it has some degree of 
trarfic, you treat it as part of the constant. 

A. I say you do the best you can with it 
but I certainly do not think it is part of the variable .@ 

| Q. And even though it has a variable | 
factor in it. | 

A. It depends on the particular item. 

Q. That is what I am saying, I am asking 
you to assume with me that there is a variable factor 
in the expense in wneweain that you cannot choose the . 
variable that will explain the behaviourism of the item 
under review and a cost analyst in those situations must 
necessarily, although he knows that cian in part 
variable, will say he must treat the whole part of the 
expen@iture as cost or fit. 


A. Well, I just do not like to put a 
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straight jacket on the cost analyst. 
Q.. You do not have to put a straight 
Jacket on any cost analyst, the factors speak to him. 
A, Yes; that is the EOE point. 
Q. And he has to test that against the 
knowledge of the operation of the engineer's dobiahce > 
Aon THRGHis ty TeAt: 
Q. You are saying the Canadian Pacific 
did not carry their analysis far enough and at page 20 
you mentioned this morning, you say: 
"There were refinements of the C.P.R. data 
which would have improved the regression 
and contributed more detailed information. 
Example of these are the breakdown of 
track miles into main line, branch line 
and switching components, and the separate 
use of yard and ieitien locomotive switching 
miles. There was at least one highly 
relevant influence on track expense, namely 
the extent of gradient and curvature." 
Finally, you mention the passenger freight 
gross ton mile weighting factor. Those are the criticism 
that you have in the analysis, I take it. 
Ay seTwatedts .comréect, sir. 
Q@. Now, you are not appearing here as 
an expert on operations, traffic balance " and topography 
of the Canadian Pacific system and their economic 
significance, are you? 


A. To the extent I have indicated, yes sir 
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I am. 

Q. You are? 

A. To the extent I have indicated in 
this testimony. 

Q. So that you are saying, for instance, 
that you know that the way the C.P.R. operates that 
for minimum track expenditures there is a data of some 
significant degree between the component main line track 
and branch line track. That ’ what you are saying. 
The way the Canadian Pacific, for nepciean operates its 
railway and maintains it, that there is a significant 
difference between minimum maintenance between main line 
tracks and branch line track, is that your testimony 
to this Commission. 

As + ¥es, (eda: 

Q.. Exclusive of traffic volume on 
Canadian Pacific and minimum maintenance exclusive of 
traffic volume, that is an operation in safety factor, 
I suggest to you and exclusive of any effect ‘of traffic 
on it you are saying that Canadian Pacific has a 
different minimum cost of maintenance per mile. 

A. That is a little different. 

Q. Exactly the same except I have 
qualified it and spelled it out. 

A. That is a little different. 

Q. We shall see when the record comes 
out. 

MR. MacKIMMIE: If he understood it as a 


different question. 
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MR. SINCLAR: Tfche .did, 

A. Did you have traffic volume in the 
first question. 

Q. I had excluded. 

A. In the first question? 

Q. Yes, once I excluded traffic. 

A. Would you mindakf £ have the question 
read back? 

THE REPORTER: "The way the Canadian 

Pacific, for instance, operates its 

railway and maintains it,that there is a 

Significant difference between minimum 

jd ikenstiee between main line track and 

branch line track, is that your testimony 

to this Commission? 

A, ixee; airs 

A. Are you saying that is the same? 

Qe Yess 

A. I am saying the second one has nothing 
to do with -- 
Q. Minimum maintenance is exclusive of 
traffic volume. 

A, You did not ask the question that way. 

Q. Do you think minimum track maintenance 
expenditure includes an equation of traffic volume in 
it, do you really? 

A. Well, I was not taking the question 
jin that narrow context. 


Q. We were discussing minimum maintenance 
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all morning $700.00, $400.00. 

A. You say the way the C.P.R. operates, 
the way it does its engineering work, that is what I 
was addressing my mind to. | 

Q. We were at cross purposes. Let me put 
it all over again and see. 

A. I did not get any regression question 
the pres you put it in terms of C.P. operation. 

Q. What you are looking at is the 
measurement of minimum track of maintenance, that is 
maintenance expense exclusive of expenses related to 
traffic and I am asking you whether you are of the view 
that the Sanid tian aleditie the way it operates its 
maintenance standard and practices has a different 
minimum maintenance for branch line track than main 
line track. 

A, . Now, on that point I have to give you 
a little different answer; there is the difference in the 
standard of maintenance on main (ites and branch lines. 

Q. Let us try to direct .it; right.to the 
question I have asked you. I am saying exclusive of 
traffic volume -- let us be clear -- 

MR. MacKIMMIE: I think the witness should 
be allowed to give his own answers and my friend can 
explore it afterwards but he is not going to answer the 
questions the way Mr. Sinclair wishes him to. 

THE CHAIRMAN: He is entitled to answer. 

MR. SINCLAIR: I am not trying to stop him 


from answering. 
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MR. MacKIMMIE: You are getting along 
pretty well at it. 

THE WITNESS: A. Well, I was going to say 
that there is a difference in standard maintenance on 
the main line and branch lines as a fact; it is a fact. 
The question then is is there within that total a 

difference that is at the minimum level, so to speak, 
of traffic and on that point you do not have a fact. On 
that point we have to go to regression and what we have 
ati was try to answer that question by separating the 
figures to see if there was a difference. 

Q@. I suggest to you another way you could 
come to it is gee rie to the engineers. 

A. Well, I am afraid if we talk to the 
engineers we won't get factual data, we will get his 
impressions and will not get factual data because he 
does not know what the cost is for minimum Cee 
of main lines irrespective of the effective traffic; 
he just does not know that. 

Q. But he does know this, that irrespectiv 
of traffic he has certain expenditures, items that have 
to be spent and he therefore is experienced in handling 
these accounts and in knowing the way he is operating 
he can work out a figure that shows him what he has 
worked to as a control figure, as stalin maintenance 
expenditures. Above that he has traffic volume to 
consider. You do not agree with this? 


A. I do not think he approaches it that 


way. I think an engineer on a railroad operates in terms 


gaols Forman 218 uoY semen 0 
, <b te if f =. 


re <i 


seamwnrw wer > 


‘ : J 


| ¥se of gatos saw ft ,lfem),..A 


| : oe 
no sonsnsiahem brsbasta at conemst2th 8 at's reas 3; 


7 
as > =a 
he i Te 


topt 6 al tf ptost eas senti donead - entt nie ra + as 


ar 


s isto} dada ateis piw head mal at nents notseoup el 


7 DAU) a TF 


(useqe of o8 , Level muminio edt 32 at sadd eonststtt a 


nO 6 6.dost 6 oved ton of woy dakog vata no brs: erties: 10 
Dats an 


even ow sadw bas noleaciger oF ay ot evais ow jntoq #8 tt 
edd gattsusgese Yd noticoup dad? tewans ot: aks Saw | ertob 
am ee \. $ » - és aie 

{SONSTOTILD 8 aaw ‘eTeiid rboese ot eerugit 


bivoo voy yew terltoms voy o¢ teegnee TL) 2O 


,exosntiagne sit oF gntateas xd atti ot ‘ono y | 


a 


ott ot Aiss ow Bt biswts me I ylLew A tae «yet 
a ai id - “ee 
ald teg Lilw ew .steb. (avtont deg d*cow ew atsenigas Ff 


el eassoed ateh Lavdos? deg dom Lltw Bus anotagsiqat 7S 
‘ t= y 


i A 4 
sonsnesiism auminia 10% ef Jaoo edd Jenw worl Jom asob — 
: ‘ cee. ° H 


i) 


rolTiess svidostis ext to evideegasii1t sonti alsa Yo | 


3; co ; 
tect wort Jon acob tented 
; ai 
‘ vitooque itt Jedd .eidd wonmd esoh of ce .2 | ee 


evar isd? emost darshan aiss2e5 esi orf ol tiers ae ; 
anilbned at Seonetiegqxe al stotereds ef bas Jneqe 86-0 ot 
_ 7 i Bs 

sa ac eit es yew oad gaiwond al bas <a rie: 

ee pelt 


ee) aa 
‘ i | asi on dacw mid ewode tadd engi s s tuo wax0) e nae i. 
P ; ae - 

| So MaN® In Leen mast em es ,omugtt Lorines s as ocah 


a 

ot enufoy ofttaxrs esd ed tedtd svodA 
panda stow somae ton ost 

vend gt sonore aidan) ton 6 rh i 


ned. ct sedarseqo hewth 


= 
srt 


wn om a9 . ei 


ANGUS, STONEHOUSE & CO. LTD. Saunders, cr.ex. 22051 
TORONTO, ONTARIO (Sinclair) 


of his total operation, his total traffic picture, total 
budget and things of that sort. I do not think it occurs 
to him in the normal course of business in the engineering 
department to say "what is the minimum track maintenance 
of main line?" it just dove not come up. 

Q. I suggest to you it is on a figure 
overall all lines? 

A. oe 

Q. And in:his approach to the business he 
puts on top of that the effects of traffic volume. 

A. You are telling me something that is 

rews to me, I have never seen a railway that did it. 

Q. How would you? Have you worked with 
railroad engineers and dealt with gendrét revenue éa6es. 
and matters of that kind in estimating maintenance? 

“A. Well, I do not know how many hours 
I have put into this problem but thousands of hours 
have gone into the question of what is the tradi’ 
maintenance about. I have sat in committee meetings 
with some engineers of the largest railreads in the 
United States to try to find out a way of answering this 

‘very question. I can tell you these engineers -are very 
competent and some with a sense of adjustment as well 
as engineering do not know how to get at this problem 
and did not in the normal course of their business worry 
about this observation you are making. 

Q. Do you know any railroad in North 


America that has had the advantage of having fifteen 


years of its accounts scrutinized by distinguished counsel 
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accountants and others of that kind in the maintenance 
field and to have been forced by circumstances to 
analyze them and have, through these, changed the 
history of maintenance expenditures in general revenue 
“Chaat in Canada. 

A. Yes, generally, and I think you have 

made great strides in your accounting system —— and IL 

am all in favour of approving the accounts and normalizin 
dank dhense Gxeenteiieen: But, I submit to you that I 
have not seen any okie ak it and I have spent some sii 
with the engineering deo eect of the éSnwaidadractrne 
when we first started on this. Perhaps I was unfortunately 
misled in the nature of our discussion but I tried very, - 
very hard at the very beginning when I first came into 
this to get at some facts on maintenance. I said to the 
engineering department, “do you have any records on the 
work done, any physical indication of the work done havin 
to do with cubic pounds of balance or things of that 
rature broken down by division so we can test it out to : 
money figures?" I could not get them. 

Q. Well, you do not need to have records 
to that degree, I suggest to you, if you have the 
experience to tell you within a reasonable basis where 
you can go. My suggestion to you is that the difficulty 
with people like yourself, and they work for Canadian 
Pacific too, is that they pay too much attention to 
having a lot of data and statistics and in using these 
as bench marks against the knowledge that comes with 


experience. 
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Ae I believe you have to use both, there 
is no question about that. I want to be very clear about 
the way this is ieft; I am saying that to my knowledge 
and from my discussions with the engineering department 
of the Canadian Pacific there is no separate fixed 
constant cost treatment or minimum maintenance cost per 
mile that is used by the Canadian Pacific engineering 
department. Now, I do not deny for one minute -~ we have 
done it on other railroads -- I do not deny that the 
engineering department can sit down and say "what is the 
minimum amount of money we would A a nea ata not have 
any traffic on the main line" Of course, they can do 
that. 

Q. I suggest to you that if I was asked 
to tell you what would be the minimum maintenance cost 
per mile of Line, that is exclusive of traffic volume, 
that any experienced engineer that has been dose to his 
property can give you a figure that is meaningful and 
Aaa on a substantial amount of ea and in doing 
so he does not have to have all this data about cubic 
yards of ballast and that kind of thing. 

A, He could give you an estimate but he 
is not doing that in the ordinary course of ee 
he would be able to sit down and do it as a theoretical 
exercise but he does not do it in his daily eet. 

| Q. Are you one of those people who believe 
that you can check out minimum maintenance cost by looking 
at abandonment cases? 


A. I think it throws some light on what 
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happens. 

Q. I suggest to you it is completely 
irrelevant because all that is doing is a deliberate 
attempt to postpone maintenance and cut back into the 
actual track and with the deferred maintenance it is 
more expensive to pick up the cost of what you have done. 

A. There is no question about that, I do 
not think we disagree on that. However , on the other 
hand and again fact has to govern, there are other 
cases where a railroad has been spending money right up 
to the last moment then they decide they are going to get 
rid of this line and the engineering department is not 
always privy to the top management decisions. We have 
seen cases like that. 

Q. We have seen cases like that? 

& 2 edicts 

Q. On Canadian Pacific? 

A. No sir, I am talking about abandonment 
eases in general. It just happens the railway will go 
along and last year they spent $5,000 on a little stretch 
of line and the next year they have to file applications 
for abandonment and they feel a little silly about it 
but it all solves developing the safety maintenance cost 
of that line for these last years. 

| Q. And looking at minimum maintenance 
@sts you have not looked at maintenance tied in to line 
abandonment cases? 

A, You always put those things in that 


way but it is impossible for me to give a yes or no 
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answer. You say you must mot look at abandonment cases 
and I would not say "must not look; I would say of course 
you ought to look to have an idea what is actually 
happening. Again, how much weight do you give to that 

is a separate question but you will nots‘even let anybody 
look at it. 

Q. I suggest to you that by taking figures 
out of abandonment cases that you will substantially 
understate track maintenance expenses unless you are 
Spann to use your judgment and plus figures for amount 
of deferred maintenance and matters of that kind; would 
you agree with that? 

A. Well, to the extent that that exists, 
that is the only point. There are Ghee cases where there 
is bigger maintenance and other cases where there is not. 

Q. Based on your experience what would you 
say would be a reasonable figure on the minimum track 
maintenance in Canadian Pacific? 

THE CHAIRMAN: Per mile? 

MR. SINCLAIR: Q. Per mile on the average. 

A, Well, that is a very hard question. 

I would like to check some of our figures. 

Q. Well, let me see if this will help 
you with the range of it. In the experience you have had 
in eases in the United States where you had adopted 
minimum track maintenance expenditures per mile, have 
you ever had one less than $1,000 per mile. For instance, 
in the Trans-Continental divisions cases. 


THE CHAIRMAN: That is system-wise. 
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THE WITNESS: Well, I was thinking of that. 
You see, in the Trans-Continental divisions cases one 
of the things we did was to make use of this abandonmant 
technique and we Saat yeen those abandonment dockets. 
Now, we used other tests but in the abandonment dockets 
you are dealing with only certain of the accounts, you 
do not get all the accounts reflected so you have to be 
careful to compare these with ne full range that we 
have in your C.P.R. question, 

Q. You had to make adjustments. 

A. Yes. 

Q. And yeelucdtd ‘hos take them without 
_ those adjustments is the way I think you ‘approached it in 
_ that, case. | | 

i My question was and in these cases have 
you come up with a figure in any of them of $1,000 per 


mile on track average? 
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A. As I recall it now, we worked with a 
figure of around $989 a mile but that included the 
indirect. ---some of the overhead items. I think 
I compared that with the $700 odd in track watinepance 
that Mr. Borte had been working with. It is not 
exactly Seupaepic because his figure --- 
Q. You don't know what his figure --- 
A.» I didn't study it. 
R. Maybe you do. I thought you were 
not ,from our discussion yesterday,familiar with this. 
Now I am a: 
A. Well, I am not. 
Q. You may be more familiar than you 
indicated 
A. Just a minute. You got this thing down 
to me last night and I fave had a few minutes to 
see Lt. 
Q.at did? 
A. Well, Stenason did it. 
Q. At the request,of counsel I gave you a 
copy of the transcript. 
MR. MacKIMMIE: Well that is what he got, 
Let us not try to confuse it. 
THE WITNESS: I had a few minutes to look 
at_it, and in his is the $720 odd a mile --- 
MR. SINCLAIR, Q: $747 a mile. 
A. Yes, and I recall some correspondence 
from the Commission staff about some abandonment 
dockets, and I assumed that was the relationship 


you were drawing now between the Board's figure and 
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the abandonment. That, I take it, is the reason 
for this ines en: I can say in that $700 odd, 
if it sanne from the abandonment dockets, I can't 
really ease iat figure with the 989 we used 
in the Divisions case. 

Q. Did it come out of a regression? 

A. -It came out ory see fares. st se and it 
came out of an analysis of small railroads with 
very light densities. -We had possibly a hundred 
and fifty or two hundred small railroads with very 
light densities, and we analysed their maintenance 
expenses and go forth. I can't really make a 
direct comparison without a little more care because 
ore has. overheads in it and the other doesn't, and 

they are not exactly comparable. - 

Q. You were eoine to check minimum track 
mintenance costs from your work that you did with 
respect to Canadian Pacific track maintenance. i 
would like to clean up this account and maybe we 


could take a few minutes now. 


aa Short recess. 


Q. My question to you is this: what is 
your PGS of minimum track maintenance expense 

on Canadian Pacific? 

A. I would gay that if you take it in two 
parts and think of it ih terms of straight and level 
track for the moment, that is on the order of $600 

or $700 a mile, possibly a little more, and if you 


take it for the typical track which, of course, is 
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more than -- which is not straight and level, it 


would be --- 


--- Short recess. 


Q. Just before the break here, Mr. Saunders, 

you gaid that for a4 straight and level track... 

A. Yes, I was about to say --- 

Q. ...the minimum maintenance would be 
$600, $700, or a little bit more asa minimum 
track maintenance eost, and I think you went on to 
say that, of course, you do not have -- let me 

ask you: you do not have as a typical division 
on Canadian Pacific a straight, level mile of track? 
A. That is right -- you do have a straight 
and level mile, I think, but you don't have a whole 
division. 

Q. That is not the typical mile of track 

on Canadian Pacific? 

A. I.guess that is a fair way to put it, 
yes. So, you would take that figure and plus it 
by an additional amount, and I would say from this 
$600 or $700 pure minimum to a normal division 
would add another $600 or $700, roughly. Bo. that. 
in the typical division you would be talking about 
a total of $1200, $1300 a mile. I use the figures 
roundly that way and emphasize "about" because I 
don't feel these are that precise or that particularize 

Q. These are the general areas where you 


would find $1200, $1300, $1400 -- is that what you are 
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saying? 

Rie Yes ; for an average division but I 
want to come back to the point that when you think 
pout minimum maintenance I think you have to 
dstingpish that minimum maimtenatctiis different 
in different terrain conditions. 

Q. Under equation 11 you get $965 per mile 
on main lines; $1371 per mile on branch lines. 

Under equation 14, 1035 for main line; 1382 for 
branch line. Under -equation 10 for the composites 
for the Saskatoon division, you get $1361 per mile. 

A. I will accept the caleulation, Mr . 
Sinclair. You appreciate that is just an arithmetic 
éalculation, and on the whole I would prefer the way 

I gave the figures to you because I appreciate when 
we produced these figures we didn't have the actual 
grade and curve data for these divisions, and we had 
to use a very crude yardstick. Se, I doen't attach 
literal significance to these figures. They are 
merely illustrative of the ‘fact there are differences. 

Q. What I will suggest to you is that 

on the average on Canadian Pacific from the work 

you have done and the knowledge you have of it you 
would accept a figure, I suggest to you, of $1100, 
$1200 as a minimum track maintenance expense? 

A. Well, with the understanding that on 
that average you have built in the mountains and the 
plains. ary 
Q. That igtetent. 


A. Well, that would be about the average. 
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Q. Now, Mr. Saunders, I want, if I could, 
tO suggest this: that you have set out between 
pages 26 and 43 a number of regression equations 
which, I suggest to beut are really merely working 
papers? 

A. I don't think of them ag working 
papers. We felt very strongly about the approach 

to regression analysis that was taken in the C.P.R. 
study, and to ‘ty to demonstrate how we felt this 
ought to be approached we tried to lay out step by 
step the thought processes, if you will, of 
someone looking at the regression, starting with 
the basic materials that Mr. Stenason had and then 
asking cohgeivee. "What does it show and is it 
possible there ig gomething more here because these 
mmbers look high or low, and let us find out?". 

So, if you will, we were taking the reader by the 
hand and saying "Here are some of the things we 
think important". I don't consider it a working 
paper. I think it is an illustration of how this 
kind of problem should be approached. 

Q. You mean an education process? 

A. Well, a demonstration project, maybe. 

Q.. Weill, for instance, in equation 2 on 

jage 28 you made a separation in your equation of 
yassenger and freight GTM's and you evolved an 
equation that statistically could not be accepted. 
You had a T value on one of your coefficients of 
-5, 80 that you would have discarded it, and you did 


discard it for that reason? 
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A. That igs right; that was one of the 

reasons, certainly. 

Q. This alone is enough to discard it 
unless you can meet by knowledge the reason for the 
T value not to be accepted as being insignificant? 

A. Well, I like to look behind it and 
not just say it is a good or bad T value, but, 

"what is going on?", and "Why is it?", and "Does it 
make sense or not?" 

Q. What I am saying is that unless you 
have knowledge to support the variable, notwithstanding 
the effect on the T values, this would wject the 
equation? 

A. In the absence of any other reagon for 
weeping it you would certainly reject an equation with 
a bad T value. Li would) put: it thig vay: the 
burden of responsibility is on the low T value 

justifying itself. 
Q. It is not just. the low.T value: It dis 
the equation as a whole, because the coefficients are 
inter-related? 
A. Yea. ne 
Q. So, what you have got up ‘against now 
is a warning to you as the gnatiitet) WHewe I. any 
knowledge *that igs going to say to me, notwithstanding 
what the nicittetin Get nana I am going to say that this 
knowledge requires each of these variables “put in 
the equation to explain track expense, and there is 
not-an equation that can use independent variables 


that will meet tests of significance that I can adapt"? 
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A. Well, your question sounded very complex. 
Q. Let me start again --- 
A. I am not sure where it wound up, but 
I think we “probably agree with each other that you 
have to be very careful when you meet a low T value. 
It is a warning sign for you to say, "Can I do 
anything about this? Do I have to abandon this 
approach? Is there some other way that -I can meet 
that and get a good explanation of the operation and 
still have a statistically valid result?" 
Q. Another example -- and maybe this points 
it up better -- is that going over to your equation 
4 on page 29, here you have four out of six of the 
T values that are insignificant? 
A. That is a littie strong. 
Q. One of them is marginal -- I am sorry; 
I can see what I have done here. 
A. My comment on that on page 29 is that 
the Mumber of your variables having doubled three 


of the T ratios are showing signs of weakneags, 
. SI 


Q. So, you reject that equation? — 


and the additional one is hopelesgly low. 


A. That is right -~ when you say "reject" 
I want to be very clear about this: we are trying 
to show a technique of analysis here and we gay it 
shows certain things and does not give us a full 
explanation but it does tell us gome things that 
are going on on the railroad, and we go on and make 
further developments. 

Q. I say to you what that equation is saying 
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to you, and the numbers are speaking to you and saying, 

"Don't use ee Stop now; don't me, Don't 

get fooled here peeauee I am telling you they are 

not reliable" .-- that is what that equation is 

saying to you, as an Analyst -- "Don't use me"? 
| A. Well, that is true. We didn't "use 

you" in that sense, but we also look at it and try 

to find out ane it tells us about the relationships. 
| Q. We look at lots of things we cannot 

have, Mr. Saunders. 


And we go on and try to make progress. 


ey 


That. ig right. 


e 


You don't stop at equation 1. 


9 


Maybe you should have come back to it. 
L.don't think so. 


Well, maybe that is where we differ. 


Yes gir. 


Oo >» ©& PSP & F OG P 


Let us take a look at some of these 


° 


questions specifically. In the cases you have had in 
the United States, like the Southern Governors! Grain 
Case, you used a percentage variable for track 
maintenance expense of 804? 

| A, That is a little unkind. We used 80% 
overall for all nis peruse. 3 a group including trai 
costs and everything else. ; 

Q. I accept that, that you used it as 
overall including track maintenance and the tae 
@msts as a group -- 80% variable. 

A, Well, it is more than just a casual 
comment, because if you are going to go down the road 
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of separation and not deal with an overall percent 
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for all the accounts as a whole, then you get into the 
sort of thing Mr. Stenason has done and you take 100% 

on gene item and 30% on another. In effect, a short cut 
way of doing that, and a crude way, of course, is to take 
all the expenses as a group and use 75 or 80 or some 
round number. It is just a short cut approximation 

$0 10... 1 do not want you to get the idea in your head 
this means we used 80% on maintenance expenses as 

econ in We used 80% on all the expenses. 

Q. I said to you that I accepted your 
amendment, because I do not think I put it well. What 
you did was take an 80% overall percentage variability 
without operating expenses, including in that overall 
track maintenance expense? 

A. Andtrain crew wages? 

Q. Yes, and a lot of other things. I 
think you have indicated to the Commission this morning 
that you much prefer and you think that the work done 
by the railways here in tracing by regression — 
analysis is to be preferred over that method? 

A. The technique of regression analysis 
is to be preferred. 

Q. And that the work done here by these 
railways -- would you rather have had the type of study 
which you did -- form “A" -- than the work that has been 
done? 

A. No, I thiri: this approach is better. 

Q. You have stated specifically in here -- 


one of the major items was that you developed what you 
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said was the grade and curve index, and I think you used 
the word this morning that it was a crude index, ora 
crude fact? 

A. That is right. 

Q. I suggest to you that it did not 
measure curvature at all jeenude lor the way it was 
auhateusveet it only measured gradient because of the fac 
there is compensation in the way the track is constructed 


between curves and grades, so what you have really got 


? 


P 


is a gradient index 

A, I think that is substantially true'as 
a technical statement of it, but I think I would stand 
on the idea that, generally speaking, in mountain country 
you have both grades and curves so that roughly one can 
say that in mountain country you are going to have more 
of an index of grade and curve than you aé in plains 
territory. 

Qe But what it is actually measuring is 
grade? It is based on grade, and what you ee accepting 
it and using it for is a terrain or topography factor? 

A, It is intended to be a general 
topography factor, and I do not say these indexes are 
right for either grade or curve. They are nee rough. 

| Q. Or for topography for that matter? 

A, They are a rough measure of topography. 

Q. A crude measure -- let us stick to that 
word? 

A. I will accept the phrase "crude 


measure", but I submit to you I think this is what the 
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C.P.R. should be doing -- developing a good measure . 

Q. I am glad you brought that to the 
attention of the Commission because r think we should 
. Gscuss it. Terrain, topography have a lot of factors 
in them: you have mentioned two -- grades and curves. 
Another thing would be subgrade? 

A. You mean for cuts and fills? 

Q. No, I am talking about thet atibieas 
of the track -- the stability of the road bed? 

A, Yes, sir. 

Q. And where you have a grade the chances 
are that you have got a more stable subgrade than where 
you do not have a grade if the cause of the grade was 
in any sense caused eno Do you agree with that? 

A. Well, I am sure there are such Bheen: 


and I am sure there are cases where that is true. 
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A. Well, I am sure there are such cages, 
aid I am sure there are cases when that is true: 
you wiil have a perfectly firm roadbed in level 
country .- 

Q. Have you ever travelled across the main 
line of the Canadian Pacific in western Canada, gay, 
let us take it from Fort William to Calgary? 

A. I think I have only been on a sleeper 
and I cannot give you much help on that. 

Q. Well, you have not a knowledge of the 
terrain of western Canada from riding on the railroad? 

A. Not from riding on it, ‘no, . 

Q. Have you got a knowledge of it from | 
flying over it? 

A. Oh, yes. 

Q. You get 4a kind of a hazy view ch ilies Bk 
don't you? 

A. Depends how high up you are. 

Q. Well, I do not know -- they fly about 
20,000 to 35,000 in Canada in recent years. Have 
you been lower than that, except when you were 
landing? 

A. Well, I think go, but I do not know 
whether that helps any. Some days it is clear; 
some days it is not. 

Q. Even from 2,000 feet, it is pretty hard 
to consider whether you are going over a matter 
that is firm for roadbed purposes, isn't it? 

A. That is true. You cannot teil. 


Q. Yesterday I mentioned some property 
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situations east of Winnipeg -- bogs. Do you know 
anything about that about part of the country? 

A. Not in any detail. I have heard about 
the problems of muskeg, and I have heard about all 
kinds of maintenance problems. 

Q. These are topography matters? 

Ay OYea . 

Q. And, depending upon the number of 
turnouts you have for sidings, this even in level 
paanaey can have curvature influences introduced into 

the track? 

A, Yea, mir. 

Q. And where, for instance, you may have 
a different type-of terrain that is distinct in this 

manner between recky mountainoug terrain and flat 
terrain jana -in the flat, ideally you can well have 
substantially more ovveartas you would agree with 
this? 

A’. vexouleould: I don't know -- you are 
a sking a very broadly hypothetical question. You 
could. I don't know what the facts are. 

Q. Have you ever taken a look at -- let 
me put it this way. §Have you ever had the 
opportunity to ride over the Canadian Pacific from, 

Moose JawWy oh, ‘down through Assinboia, Shaunav#t, 
Saskatchewan? 

A. Yea, gir. 

Q. Is it your appreciation of Canadian 

topography that Saskatchewan is flat, Mr. Saunders? 

A. Well -- 
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MR. MacKIMMIE: The Whole province, or 
any particular part of it, de where the railway 
goes» Mr. Sinclair? 

MR. SINCLAIR, Q: Where the Canadian 
Pacific operate? 

A. I would say relatively the line of the 
Canadian Pacific is relatively flat. 

Q. And cha 14 occurred to you that maybe 
the reason -- you are looking at the tonnage — 
rating chart, I ane it, from the document you are 
looking at? 

A. Yes, sir. 

Q. -- that the reason for that is that 
they may have made numerous fills to get across 
gulleya and ire Shweta structures to také 
them across to maintain a relatively flat terrain? 

A. ‘That is Bene bie. 

All of this ina sense, if you will permit 
me, is all very true and very important and good 
to know about. But the ultimate question is: what 
does it have to do with the end regult of track 

malmtenance expense on the Canadian Pacific. All we 
said is you do not make any allowance for it, and 
we did, and when we did we got a better fit. 

Q. If on one division, Mr. Saunders, it 
has more curvature, it can have less culverts -- 
you havé admitted this posaibility -- and we have 
now talked about a grade, ang ‘when you have a better 
grade you can have a patter subgrade, and we have 
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you; I would. like to ask you this question. 
If: 3 you adopt one element of expense related to 
topography and introduce that into the equation, and 
you do not give weight to compensating. factors, 
you can well introduce 4a distortion, and for this 
reason geizing on one element of topography can give 
you what poeiame to be an improvement but ig in 
fact a disadvantage. 
A. Well, I think the end result is the only 
determinant: .. you have of it, and if the end result 
ig you get a better fit, then I would conclude, 
in the absence of anything else, that these other 
points were of minor significance in the total 
‘maintenance expense of the railroads. The turnouts 
and go forth, while they are a real thing when you 
have them, they just do not evidently have enough 
effect to change the reault. | 
Q. After our discussion of yesterday, Mr. w« 
Saunders, you are still going to say that just by 
introducing a new independent variable and thereby 
‘getting a better fit, that that te important? 
A. There is no quest-ion about the end 
result of this. I am sure, if yourpeople have 
not told you, we have applied ail the tests and we 
have statistically a better fit from what we have 
done than from not doing it. 
| Q. Mr... Saunders ; people have told me lots 
of things ; maybe I do not understand them ail, but 
I do understand a few things, and I am trying to 


assist the Commission. I am going to ask you this: 
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TORONTO, ONTARIO (Sine lair ) 
1 
2 
3 are you saying, notwithstanding our discussion of 
4| yesterday, that your answer to my question, widonh 


I put to you at the commencement of this pleasant 
exchange we are now having, is that you have a 
better fit and) therefore you are not interested 
in the question of distortion by taking just one 

element of topography? | 

A. have not said that. I do not think 
I would ever want to depart from a practical 
realistic conclusion, but what I am saying to you 
is still. very simply, that we feel that everything 
points to the fact that the terrain has an effect 
on maintenance. I will agree with everything you 
said about the various things that go on in track 
maintenance, All we are saying is we think they 
ought to be measured; they do affect: results of 
ne division versus the other. They , prema ner as 
affect the variable cost of traffic moving over 
gon dieidaen versus another. 
oe. My question to you is this: by 
seizing on gradient to explain the effects of 
topography on maintenance, I am suggesting to you 
that you can well have introduced distortions into 
your equation, and I am asking you if you agree. 
A. Well, it is theoretically possible that 
there might be distortions; but everything I have 
seen suggests there are no distortions of ‘on 
consequence, because if there were we would have 
seen some reflections somewhere in this analysis 
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TORONTO, ONTARIO (Sinclair) 
1 
2 
a gradient curve -- as a crude index, we are agreed on 
4 that one hundred per cent -- we are really doing 
‘ nothing more in concept than what Canadian National 
did in its study when it tried to reflect something 
: of a difference, when they said: "Well, we will 
7 try to put ina figure for bridges, tressgles and 
8 culverts". It is just a rough substitute. 
9 Q. Just a moment. 
10 MR, MacKIMMIE: Let him finish. 
11 MR, SINCLAIR: I think he has made a mistake. 
12 The Canadian National did no such thing. 
THE WITNESS: I.am sorry. I said bridges. 
, It. was tunneis -- which is another way of indicating 
- the fact that terrain has something to do with it, 
15 because tunnels occur in rugged country. Again, that 
16 is a crude way of reflecting a concept, and I am 


17 saying the concept is very important and should be 


loped. | 
ig} devetoped. i stncLAIR, Q: 


19 ‘ is. Mr. Saunders, I am not acting for the 
Canadian National, but I am just going to stick to 

4 what the Canadian Pacific did, and I would ask you to 

a stick to that. If Canadian National want to ask 

2. you some specific thing on that, I am -- 

23 A. I am just saying there ig a principle 

24 involved here. and it is not just my own idea that 


95| the concept of terrain should be reflected. - 


26 | Q. I am going to put this: question to 

= you again, and.if you want to ‘apply it to the Canadian 
National you can do go, but I am going to ask you this: 

- if you adopt one element of expense related to 

29 
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topography and introduce that into an equation, 

and:.if>.37o0u ts not give weight to compensating 
factors on maintenance expense arising from 

topography , my. suggestion to you ig that you can 
introduce a distortion and you may get statistically 

What appears to be an improvement but what you 
really have is a4 disadvantage? ; 

As, .That ta theoretically possible. what 
the facts are, I am not prepared to say; I do not 
have any reagon to believe that there is a distortion. 
There could be. 

Q.- Mr. Saunderg, would you accept the 
proposition that the overall influence of topography 
on track maintenance expense on Canadian Pacific 
over its 31 division is randomly distributed between 

those divisions? | | 

A. I would be shocked, utterly shocked, if 
that were tae conclusion. 

Q. Assume with me, then, that the overall 
influence of topography on track maintenance 
expense is. walanio distributed among the various 
Sheep of Canadian Pacific. Then, would you 
agree it would be correct to say that the track 
maintenance expense chargeable to grain would not 
be significantly affected by the introduction in 
a regression equation of an independent variable 
measuring all the influences of topography? 

A. -The coat chargeable to -- 

Q. Iam talking about track maintenence 


expense chargeable to grain. 
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we think it probably would work out that 
this element of track mile cost would come out the 
same way -- wha t you have dealt with in your study 
ag the solely related costs might be the same, but 
I do not know if that is true, because I do not 
know what would happen to your gross ton mile cost 
in this. We have found that the gross ton mile 
cost is affected by these changes. Our gtudy, 
for example, shows that the variable cost goes 
down. 

| Q@. Mr. Saunders, I asked you -- I know 
you said you would not accept my proposition -- 

A. Weil, I am aware that you are making an 
assumption. 

Q. dust a moment , please -- because I am 
going to do something with your answers later, and 
if you do not mind, I want you to be careful. 

A. Iam sure you will. 

Q. I want to be careful, particularly with 

this question. 

MR. MacKIMMIE: Thig is not a lecture, 
Mr. Sinclair. Just idaho question. You do not have 

to lecture my witnesses about being careful, and 

whether or not they te11 the truth. I have 

resentedthis for the last few days. You ask your 
questions anj the Commission will decide whether 
the witness is telling the truth or not. 

MR. SINCLAIR: I am not attacking the 
credibility of Mr. Saunders, Mr. Chairman. 


MR. MacKIMMIE: Well, don't threaten him 
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with the truth. 

MR. SINCLAIR, Q: Mr. Saunders, my question 
is this: assume the random distribution -- assume 
the random distribution of the effects of topography 
on track maintenance expense between the 31 divisions. 

Now, venders those circumstances I am asking 
you as an analyst whether in your opinion the 
expenses eheveoabic to grain would be significantly 

- changed by the introduction of a refinement such 
as the introduction into the equation of a topography 
independent variable? 

| A. You gre saying the effect on the 
maintenance expenses of each division -- the effect 
of topograph y on the maintenance expenses of each 
would be randomly distributed? 
| Q. The effect of topography on maintenance 

expenses would be randomly distributed between 
divisions. 

A. I can conceive of the assumption, but -- 

Q. Let me give it to you again. I think 
this is important, Mr. Saunders, and this is why I 
am spending so much time on it. 

Age “Yea, BEY ola. I appreciate that. 

Q. What I am suggesting to you is that 
sub-soil, sub-grade terrain conditions may be 
important in one division where curvature or gradient 
can be important in another division? 

A. And that these might so offset each 
other? 


Q. And across the system, taking all the 
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influences of topography together as an effect on 
maintenance expense, that the distribution is 
random between the various divisions, and that being 
go my Question is the introdcution of an independent 
variable into an equation to a&plain track 
maintenance expense will not have a significant 
effect upon the track maintenance expense chargeable 
to grain? 
A. You come out a little differently this 
time, I'm afraid. 
| Q. Well, Mr. Saunders, this is what I 
dislike about this -- 
A. Let me state my understanding of what 
you are saying. 
Q. I can ask you to asnwer the question and 
put it back to you. 
MR. MacKIMMIE; You will not answer any 
question you do not understand. : : 
MR. SINCLAIR, Q@:. You cannot say I am 
putting it to youa little differently. It is 
the game thought that I am putting #6 you. 
A. I think it is the game thought. peyanve 
I did not get it before. You are suggesting that 
with a random distribution of maintenance, ,an actual. 
influence of topography, if you then put in an 
additional variable for topography -- is that what 
you are saying? 
Q. That is what I said. 
LAl -- that you would get no different result 
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with that index -- with that topography index added, 
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let us say, than you would if you left it out? 
Q. That is correct. That is my question 
to you, 
That is, Mr. Saunders -=- one of my colleagues 
has pointed out that there would be no significance 
in the difference of track maintenance expenge 
chargeable to the specific commodity that is under 
study -- that is, chargeable to grain? 
A. Well, my trouble ig I think it must 
have an effect on track mile versus gross ton 
mile results that you get. ~I cannot conceive that 
you get the same answer for each of the Rikgen, 
Now, maybe a combination of all the pieces when 
applied to traffic -- the track mile plus the gross 
ton mile -- might give you the same answer. That 
goundgs as though that would be the way it would work 
out -« if the traffic were distributed over all 
the divisions. 
Q. if the influence of topography were 
distributed over all the divisions? 
A. If the traffic were distributed over 
all the divisions, and if the influence of topography 
were distributed over 411 the’ divisions. It sounds as 
though _-- I would think that you would get the same 
total cost answer, but I do not think that the 


wriable costs would be the same. 
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Q.- You do not think so. 

A. I do not think so. 

Q. Well, if it is possible, as you have 
admitted, that you could get an overall cost the same 
for the crude factor for measuring topography you do 
accept and put into the equation which can necessarily 
then introduce significant distortion because it only 
measures one of the elements or two of the elements of 
topography. 

A. I am afraid I do not understand that. 

Q. We will do it all over again. 

A. This last question I do not understand. 

Q, I will do it over again but from the 
very beginning. Assume with me, and here is a question 
I wish you would answer, assume with me that the overall 
influence of topography ‘on traffic maintenance expenditures 
is randomly distributed among the various divisions of 
Canadian Pacific. Then, would you agree it would be 
correct to say that tie track® maintenance expenses 
chargeable to grain would not be significant by the 
introduction in a regression equation of an independent 
variable measuring all the influences of topography. 

A. That sounds reasonable to me provided 
we think of it in terms of the total cost chargeable, 
that is to say, fixed ae variable. 

Q. That is the constant and the variable 
terms in the equation? 

A. Yes. 


Q. In the light of that, if that situation 
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did exist with Canadian Pacific, I ask you to agree 

that by introducing habe an equation an independent 
variable that measures only the effect of one or possibly 
two topographical tabbed Ghat introduces substantial 
distortions into the equation. 

A. I have great difficulty with the 
question, Mr. Sinclair. I am really trying very hard 
to give you a simple yes or no to this but it is very 
hard to atin widely at least on my feet this way because 
the grain traffic dé exe talking about is traffic that 
moves in ee oaks of the country. You are giving me an 
assumption of random distribution of the cost of 
topography over the Heié Sk divisions. It is true that 
that overall might have little effect in the total 
picture and yet if you are talking about traffic that 

moves in one part of the country and you have the 
application of proper index and that sort of thing in 
that part of the country unless you have assumed that 
the topography was random in each segment of the country 
I am not sure. you could come to a conclusion very well 
where it would be the same anikwer" 

‘Q. Are you suggesting to me what I have 
applied as a co-efficient equation to test out the 
topography with the independent variable -- 

A. You are bringing up a question about 
assuming random characteristics of topography and I have 
not assumed that at all. I am saying I want to take it 


the way it comes. 
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will go back, if it is reasonable, as I said you have 
agreed, that where there is random distribution that the 
cost of handling the traffic would not be significantly 
effected if under those conditions you introduced a 
crude topography factor. My suggestion to you is, and 
I ask you if you agree, you would distort the equation 
and the co-efficients, of course. 

A. Yes, I think’ I would agree that if 
there were random differences and we were only measuring 
part of all the differences that there would be 


distortion. 


THE CHAIRMAN: In any event, can you be 
exact? a 

THE WITNESS: It cannot be exact. - We 
can try to get within the zone of reasonableness here 
as to what explains the expenditure of money. 

MR. MacKIMMIE: Mr. Chek wis I might be 
wrong but is not the purpose of this great cost conference 
to get these technical matters ironed out between the 
parties. Was this discussed at the cost conference as 
an area of disagreement? I am just wondering. 

MR. SINCLAIR: Yes, it is shown as an 
area of disagreement, the effect of topography. 

MR. COOPER: I am sure Mr. Sinclair's wants 
the best answer he ean get from the witness to thie dine 
of questioning and I am sure the witness wants to give 
the best answer he can but it seems to me the matter 
has reached ote complexity in the questions and answers 
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to look at these questions in writtan form. I would 
suggest that might very well be done if the witness 
considers that he can better answer the questions having 
seen them in written torn’ with the warious: hypotheses in 
them. 

MR. SINCLAIR: Very well. May I make a 
suggestion? 

MR, MacsKIMMIE: If you would let me 
continue, please. This exchange of correspondence, as 
far as my clients are concerned, it just has not worked 
and as far as I am concerned I do not want to stop Mr. 
Sinclair at all. I just asked the question. Mr. Sinclai 
can continue as long ee he likes asking Pe but I 
understood the purpose of the cost conference was to 
solve these things. Mr. Sinclair says there is a part 
in the document which Mr. Cooper filed yesterday having 
to do with this. Could you tell me which one it is. 

MR. SINCLAIR: Effects of topography was 
an area of disagreement. 

MR. MacKIMMIEs: Well, the question of 
topography. | 

MR. SINCLAIR: This is what we are 
discussing. 

MR. COOPER: I think I can produce the 
sheet which shows the agreements and disagreements. 

THE WITNESS: Now may I suggest on page 
5, item 49 of that document ‘that has been referred to? 
It is not put in the form in which we have been 


discussing it, though. 
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MR. MacKIMMIE: Apparently the word 
"Copography" covers everything there. 

MR, SINCLAIR; The first sentence - are 
you trying to icone there is a distinction between 
geography and topography? | 


THE WITNESS; No, thatis not my point at 


MR. COOPER: The particular section which 
I am informed by Mr. Sinelair he is referring to as a 
part of disagreement is listed as item et 49 on the 
points of agreements and disagreements, page 34 to 37 and 
in the transcript pages 19497 to 19500: 
"The parties disagree on the appropriatenes 
of taking into account geographic differences 
in maintenance cost." 
THE WITNESS: I think the rest of that is 
very helpful. 
MR. COOPER: I will be glad to read the 
rest of it: 
"Mr. Saunders has constructed an index of 
grades and curves to reflect the topographi¢al 
differences. The 0.N. accepts in principle 
the usefulness of geographic vetigha ee 
and has used miles of tunnels of such 
variable. The C.P. maintains that the only 
variable which might be significant is 
eurvature but that on engineering grounds 


they do not believe it would be of 


sufficient importance to warrant the many 
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months of work which would be required to 

work out an appropriate index. This is the 

same point which was reported in connection 
with the evidence of Dr. Borts (see point 

7 -- transcript,! p 20305, line 3)." 

MR. SINCLAIR: I am taking one step further 
and you have had it at tile deat conference, by introducin 
overall compensating factors throughout the whole of 
saeeirtisny Auait rest on the first sentence because where 
there has been a pointed disagreement at this cost 
conference I am not limited by what was said at that 
eost conference. I am putting to this witness a step 
beyond what was put at the cost nditevened: I will be 
quite frank about that. What I was referring to was the 
uituence of topography on track maintenance expenditures 
which was in disagreement. 

A. My only point is that at the cost 
eonference when we discussed this the only question was 
whether it would be a lot of work to get a curvature 
index put in 80 as any question of equalizaing -- what 
you are suggesting is a brand new hypothesis which has 

not been - be gacaesd until this morning. 

Q@). That is right. 

A. It is a step beyond this, a pretty 
big leap. 

MR, MacKIMMIE: Well, just answer if you 
can. 

MR, SINCLAIR: Q. What we are trying to 


do is understand why some of your equations have the 
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amazing resuits they do and some of the questions I am 
putting to you might be suggestive. Let us go to another 
matter which you have criticized and that was the 
passenger freight weighting. 

MR. COOPER: Does the witness want those 
questions written down so he can consider the answers 
to them? I think that should be clear, I think it was 
agredd if he wanted that done it could be done but I 
think Mr. Sinclair agreed. 

| MR, SINCLAIR: I did not say anything. 

MR. COOPER: Perhaps we could clear that 
up . 

THE WITNESS: I would appreciate that. 

MR, SINCLAIR: He will be back tomorrow 
and he can look at his answers overnight. 

MR. GOOPER: That is all right if they go 
into the transcript Mr. Saunders will have the opportunit 
to look them over tonight and make what further comment 
he would wish tomorrow on those answers so that we will 
have the clearest of information for the Commission. 

THE WITNESS; Could I have a copy of the 
questions? 

MR. SINCLAIR: Q. I have not got them: but 
the transcript will be available. Mr. Saunders, one of 
the criticisms you had of the Canadian Pacific track 
maintenance 202 analysis was the passenger freight 
weighting gross ton miles. 

A. Yes, sir. 


Q. In the Southern Governors! Grain Case 
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you were dealing with traffic to the value of some 
$52 million dollars or $53 million dollars. 

A. I do remember’, 

Q. Well, is that within your recollection? 
Around something over $50 million dollars was involved 
in the traffic. 

A, The figure escapes me but it was a 
substantial figure. 

Q. In that case, when you made your 
intensive cost study, what weighting did you make for 
freight passenger differences with respect to maintenance 
of traffic expenditures. 

A, We just accepted the difference between 
the yard an* passenger figures that had been made by the 
accounting system. | 

| Q. And the weight, did this come under 
the. I.C.C. classification. | 

A, Yes, 

Q. What weighting does that give traffic 
and freight maintenance? 

oy “"-" We just worked the rate out, it may 
have had some accounts that were directly assigned and 
some apportioned. 

Q. I suggest to you what it gives is 
practically a one to one, maybe a fraction above one to 
one but not much more because the only effect is 
limitation weight under the separation, do you agree? 

A. Ido not agree, I would have to think 
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are on that point. Some of the money is assigned directly, 
3) some of it is on a basis of equation factor, some of it 

4| a separation between the running track and yard and way 

5| switching track as well as freight and passenger. It is 

6| done on a rather composite basis so I just would not say 


| off hand what that final result would be. 
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Q. Mr. Saunders, you had an opportunity ‘ to 
test out the Canadian Pacific weighting, passenger 

versus freight, for a good many months, didn't: you? 

As “I don't know what you mean by "opportunity 
to test it out". | 

Q. You were not rushed by this because you 

had the results of the Canadian Pacific cost study 
for gome time? Indeed, for over Qa year since 
one of your colleagues first came up to the Canadian 
Pacific? 

A. It has been some time. 

Q. Over a year? 

As don't recall when, 

Q. Are you going to disagree? 

A. If you want to tell me a date -- I will 
accept the fdct it was a long time. Maybe it was 
a year. | 

Q. When you were dealing with this freight 
passenger separation did you know the book Railroad 
Engineering, William W. Hay? | 

Aoo Yes; agizr, 

Q.- Instead of developing, as you did, a 
passenger freight weighting of six to one >, why 
didn't you accept the American Railroad Engineering 
Association basis and the basis of weighting explained 
by Dr. Hay's book? 

A. I don't recall what it is. 

Q. Did you know there was one in here? 

A. Yes. re 


Q. I suggest to you it says this -- I am 
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reading from page 295 volume 1, William W. Hay -- 
you have the volume? 

Ay. You's” I just happened to anticipate you 
were going to bring up that book, although I didn't 
know. in what connection, | 

-Q. Well, look at page 29. 
A. -I got this book on January the 20th, 


1954. 
Ge. - 1954? 
A. Yes. 
Qe So you had it before you made this --- 
A. Oh, yes. | 
MR. Ma cK IMMIE : Yes; .1954 is before 1960. 
MR. SINCLAIR? Q: It #ays at the top of 
page 29: 


"For passenger locomotive gross 
ton miles -- multiply by three, 
For freight locomotive gross 
ton miles -- multiply by two. 
. For cars and contents gross 
ton miles -- multiply by one." 

I suggest if you had done that you would 
have had a weighting factor lesg than the weighting 
factor od two to one, freight versus passenger, 
as used in the Canadian Pacific equations and 
which would indicate immediately to you that your 
six to one ratio. was unrealistic; do you agree? 

A. I think that is an awfully big leap. 

I have to say that many of the things that are in the 


Interstate Commerce Commission accounting system, just 
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3 because they are in that, do not not automatically 


4 have the stamp of eternal verity.. 

? Q. ‘This is not an ICC accounting system. 
This is the application of railroad engineering 

, knowledge as developed by the American Railroad 

. Engineering Association. 

6 A. Yes. 

9 Q. And adopted by Dr. Hay and explained in 

10 his book. 

11 A. I don't feel there is any automatic 

12 virtue in .thig. TI am familiar with the American 
Railroad Engineering Association. I have studied 

their work since 1945 with intense closeness in 

4 connection with the very important study we made 

15 on railway engineering and mechanical research for 

16 the Association of American Railroads, and I have 


V7 gone back through those records to 1910 or thereabouts 


18 -- 1914. © I have an appreciation of the fact that 

19 railway engineers, throughout the years, have been 
struggling with this problem and making very rough 

a estimates as to what goes on, and if you will 

= study the reports of committee 16 and other 

22 committees you will find at eee time this book was 

23 put out there were very few new things and new 

24 concepts on this equating material since 1920. 

25 Q. Would you disagree with this weighting 

6 put out at page 29 by Dr. Hay and accepted by Dr. 

97 Hay as the proper weighting, steam -- paseenger 
versus freight? 

‘a A. You just put your finger on it. 

29 


30 


aie i , me 
. ss 
aM im 
na 


effegttemosum ten fee OB: ote , it a8 
. ' : i*s tA 

pit ine lanttsty te aante ) 

' . 
e oul astege yottekvoons JOD ane ton a ‘atar a 


Cy A sit cent . ren 4 = t a .. oO jac, £ Praohiaae Wr ania me 
it ei ‘ ‘ 
. . beoriidd canted orit ‘ce boagtaved we: spite thie 


mewn 
R) a ,aokdhtoon th: antresatgnd, - 


gay: JA 


[ ' F ae ¢ Tt " f epiig 
‘ , rs ¢ ‘ 4, ‘ : ; e 
| . . aranepos a ee { tw oes saete L0W tt odd 


é | | ' weer. at cetw RT 


! 
. P| i AGLI 
fi vid + ‘ 
. n . - iy, ye* a by : ; a 
spond Wywoctt dead saog oe 
r 
¥ i 
9 te ara T | Arete 
se)! SA an —— . Pap or 
¢ i ; DS mH naiy & i 4 ¥ “owl ies 
Pvt ‘4 . ”’ Pe 
at ; FoF ig = eae B puerta ee sf 
~ | . 
o’ } a 
: facie o ataeltao 
re 
j 
' ‘| 
wh : By 7 o9 ’ 
Fn 
7 i] 
f 
7 “et : La es 
a iy } ¥ fr) Ww 
£ ’ { i 2 Wl 
J Pie - a = 
'. Mi $9 Sy 4 | .) Pett 
. 4 r , ee 
s : A of ian m4 + 


ott ts Prgot3! “EOF Ra Fant, voi 


ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22091 
TORONTO, ONTARIO (Sine la ir ) | 


Q.- He covered it a little bit further on. 

A. I will come to that. 

Q. He said, just paraphrasing him, even 
these weightings would be high, in effect, where 
you have straight electrics or diesel electrics, 
so that even a ratio of less than two to one would be 
high, I suggest to you, is what he is saying where 
you have straight electrics, or diesel electrics. 
Would you agree with that? 

A. He is very careful there. 

Q. Well, would you agree with that, and 

if you want to answer it "but" afterwards, maybe 
you would do that. 

A. I don't agree with that. I feel this 
whole subject is wide open and that if you read 
the next gentence he gays: 

"The engineer must be guided by his 
own discretion gince no authoratative 
revisions have been proposed. The factors 
accepted at present should be retained 
to retain uniformity when comparative 
statistics are being studied." 

It doesn't have anything to do with what 
the eternal verities are in this thing at all. 

Q. Well, let us read it from the beginning. 
After giving the weighting factors I put to you 
earlier, the text of Dr. Hay's book goes on: 

"This unit is used to obtain the 
equated use of the track and track 


structures. The equating factors have 
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‘ ¢ 
0 


c 


been derived for steam locomotives 

whose recriprocating motion at high 

speeds is hard on the track. Where 

diesel-electrics or straight electrics 
with rotative drive are used, there may 
3 be justification for using values less 
than those given above. The engineer 
must be guided by his own discretion 

since no authoritative revisions have 

been proposed. The facts accepted 

at present should be retained to retain 

uniformity when comparative statistics 

are Wing studied." 

I suggest to you that that indicates that 
your weighting factor that you put before this 
Commission of six to one is contrary to the views 
of Dr. Hay; the American Railroad Engineering 
Association, and is a factor that you can't point 
to anything to support? 

A. Well, I will certainly agree with you 
that Dr. Hay has a different point of view, and 
so does the Canadian Pacific which uses two to one. 
There isn't any magic in what Dr. Hay is saying 
in this chapter, and ali I am suggesting is that 
this area calls for more study than it has been 
given, I say these factors were put in before 
there was any attempt to apply regression analysis 
wf the problem. | 
Q. I suggest to you by putting a six 


to one factor as you do in your equations fourteen 
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and fifteen in your presentation to this Commission, 
you have introduced an unrealistic weighting 

and that your equations for’ that reason ex8 
distorted? ‘ 

A. That may be. If the six to one 48 
unrealistic, then the equations are distorted, but 
I don't think that has anything to do with what 
Dr. Hay has to say in his book. Dr. Hay wasn't 
dealing with regression analysis and he wasn't 
dealing with any scientific treatment of this subject. 

To the best of my knowledge at that time there had 
been no regression work done by the American Railway 
Engineering Association on this problem. 

Qe Mr. Saunders, the six to one ratio 
does not arise out of the regression. It ig a 
ratio that you assumed and put into the regression? 
Agreed? my 

A. Not entirely. We did do some 
experimental work with the regression data. 

Q. But Lt didn't arise out the regression 
analysis. It was material based on a six to one 
weighting that you put into the equations? 

A. Yes, we put it into the equations but 
we arrived at it after looking at what the effect wags 
on changing the weighting, and we said, “Does it make 
sense to use something like six to one or something 
like two to one?" 

Q. You applied judgment and that is how 
you got six to one? 


A. No. 
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Q. "Does it make sense", I thought you said? 

A. Yes. 

Q. Isn't that judgment? 

A, Just a minute. You are taking the 
middle of the paragraph. We said, "How can we test 

whether two to one is right?"., _Two to one is just 
an arbitrary number and it hag been used qa lot of 
times, but that doesn't make it wien’: We ‘want 
to test it. We said, " We will try to run the 
regression with other weights,’ and we did that and 
got this six to one result, and we Wiiccd ourwalver: 
"Could this make sense?". It stills fits the 
regression results very well, so does it make sense 
from an objective point of view, and the analysis 
found in volume 2 suggests a possible basis for 
determining that six to one would fit from an 

engineering point of view. 

Q. Did you run it on a one to one weight 
like you have used in the United States on other 
occasions? 

A. I wish you would not put it that way, 
because I haven't used that. 

Q. You have accepted no weighting for 
passenger and freight, I suggest to you? You have 
made no specific weighting? 

A. I don't think that is an accurate 
statement. I think you will find their weight 
accounts didn't reflect a one to one separation. 

Q. All right: 1.1 to one? 


A. No,.I don't know what thefigure is. I 
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think you will find alot of it is two to one. 


Q. It is ‘substantially less than two to 


oie overall: would you agree with that? 


A. I don't think anybcUy can make that 


statement. If I_can explain why that is --- 


Q. Iam not interested why it is. 


MR. MacKIMMIE : Well, I am interested, and 


if the witness wants to explain I think he should 
be allowed to do so. 


MR. SINCLAIR: 
put; that is my position. 


Tt is not responsive to 


te question 
THE WITNESS: Well, the suggestion is that 


it must be only.a little bit more than one to one, 


and I am saying the only way you can make that 


kind of statement is to take ali the reported money 


and all the reported ton miles and compare the 
aggregate figures for freight and passenger... bk you 

it will be an interesting number but it 

how the railway made 


is 


do that 
Wil have nothing to do with 


the separation, because much of the separation 


made ona direct basis. Some of it is assigned 


and apportioned on various traffic factors -- unit 


miles and ton miles and two to one factors, and 
so forth. 


MR. SINCLAIR: It is your position you 


can't get the number out of looking at the ICC figures? 


A. Out of the ICC statistics. 


Q. That is your position -- it can't be 


got out of there. 


A. Yes, gir. 
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COMMISSIONER GOBEIL: Do you know of 
any other case where a six to one ratio has been 
applied? 

THE WITNESS: Not to my knowledge. This is 
an experimental figure we developed with our 


regression technique. 


--~ Luncheon adjournment. 
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--- On resuming at 2 p.m. 22097 


THE CHAIRMAN: Order, please. 

MR. SINCLAIR: Q. I think possibly, Mr. 
Saunders, it might be of assistance to the Commission 
to just take a look at your regressions 2 through 15, 
and just see from some of these the problems that they 
present. 

We mentioned your equation 2, which is on 
page 28, where you added to the Canadian Pacific equation 
a separation between fiPight and passenger gross ton 
miles being introduced into the analysis by separate 
independent variables rather than by a weighting factor, 
and the result of that was to get an insignificant T 
value on the co-efficient that you developed for freight 
gross ton miles. And this, I think, we agreed this 
morning, put you on guard. 

Ef. Yes ptaLz: 

Q. That is’ the way you wanted to phrase 
it. Now, in equation No. 3, here you introduced -- this 
is at page 29 -- into the equation -- by the way, that 
should be for the co-efficient on road locomotive 
switching miles, I take it, $4.051 not 4,000, 

A, Yes, sir. 

Q. It should be 4.051 x 11? 

A, Right. 

Q. And here you have developed a break- 
down between road switching miles and yard switching 


miles and introduced the component as separate variables 
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in the equation rather than having switching miles as 
one independent variable? 

A, Yes; sir. 

Q. And the result of that is to get, I 
suggest to you, an unrealistic relationship between 
the costs of the co-efficient for road and yard switching 
miles -- .377 as against 4037. That is a very large 
ratio, and common sense, I think, would tell us that 
is wrong. You would agree? 

A. Yes, I did not consider that. 
meaningful. 

Q. Then, we came to equation No. 4 and 
here you introduced a number of independent variables -- 
we discussed this for a moment this morning ta where 
three of the ratios of Tf, as you put it, iia eyoeecate 
my attention to this this morning, were showing signs 
of weakness, and the one for yard switching miles on 
this occasion is, as you expressed it, hopelessly low? 

A.) »fe8, -8ilz. 

Q. Now, on equation No. 5, which is on 
page 31, Mr. Saunders, here is the type of equation which 
results by introducing of variables that are not 
explanatory of the dependent variable track maintenance 
expense, as demonstrated by the fact you have: got a 
negative co-efficient and necessarily you come down with 
the negative T value being co-effici@®nt applicable to 
miles of yard switching track on this occasion minus 
I take it, again, l. -- 


A. Yes, sir. 
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Q@. Or is it -- no. that is correct -- 
1,000. I'm sorry. This is ‘right? 

A. ‘Yes. 

Q@. $1,703 minus -- because this would 
mean that the more miles of switching track you would 
have, the less the cost would be, which Ai think you would 
agree would not meet its variable cost? 

A I would say it appears in a very poor 
Light. | | 

Q. That is the understatement of 20 years; 
you would agree? 

| A. Yes, 

Q@. Let us look at equation No. 6. Here 
again, you. have done -- this is at page 33'-- you have 
done a separation between yard locomotive miles and road 
locomotive miles switching, and you have developed 
co-efficients 7 to 1. In other words, that for each 
road mile under your equation, there is seven times as 
much expense as there is under your analysis from a 
yard mile? Approximately? 

hk, DoNes 5. fein3 

Q. And we know from knowledge that that 
is not a proper relationship, and it is for this reason, 
I suggest to you, that you said that traffic expense to 
Switching requires something that does not give you 
results such as this equation does? 

A. Yes. We said -- as I said at the - 
top of page 33, these co-efficients cannot be interpreted 


as the variable cost of locomotive switching miles alone, 
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and should not be used as such in constant traffic. 

Q. The same thing applies to equation No. 
7, where you have again X10, X11, being road and yard 
locals 15 miles, a ratio of approximately 7 to 1. And 
the same point would apply -- the point that I have just 
discussed with you would apply in respect to ere 6; 
right? 

A. - That) is right. 

Q. Maybe rather than doing them one by 
one, Mr, Saunders, there is one other principle I think 
that you have introduced in equation -- let us look at 
equations as and 12, because here you have developed 
the use of a statistical technique that I think we might 
discuss. | 

In equation 11, here is an equation that 
obviously is the introduction of the variables that you 
have done to explain the dependent track maintenance 
expanses are not meaningful, because you have collinearity 
or inter-dependence of the variables working, and I think 
you put it that you had seven pairs of variables showing > 
collinearity -- that is not the word -- | 

A. Inter-correlation. 

Q. Inter-correlation. It means the same 
thing? 

A, That is right. 

Q. so that this equation is not meaningful 
for that reason. You would agree? 


A. Yes. Again, in all of this, though, 


I think I have explained the sense in which we use that 
and what : 
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2) we mean when we say it is developmental and shows certain 
3| things and certain defects. 

4 Q. Revaston 12, which I presume you put 

5| forward to correct the disabilities of your equation No. 
6| 11, and the very insignificant T -- and I think you use 

7\| the word "substitution". You have introduced here a 

8|| theory of substitution, which is another way of saying, 

9 would you agree, ra: you have ‘ae renaehil a combination 
10] of independent variables to arrive at a significant T. 

11 A, Let me see what you are referring to 

12| now. I do not at the moment spot the word "substitution". 
13|| Q. Well, surely, Mr. Saunders, RP is 

14|| the theory of guceeiani when you have combined 

15|| variables that you said in equation ill were independent 
16|| and made them one equation. At the bottom of page 39, 

17 || you sau enens: test out the algebra -- or, it is not 
18] really algebra; it is the fact of ccnetinsinue Right at 
19|| the bottom of page 39, you set out the Fact of combination? 
20 A, Yes, sir, 

21 Q. And I am going to suggest to you, Mr. 
22|| Saunders, -- my point is this: that if you have a 

23|| combination of independent variables you automatically-- 
24 if they were truly explanatory of some proportion of the 
25|| expense that was the dependent variable, and you had 

26 Cae pee that the very fact of combining and having 
27 || substitution eae ae improves the T value; nothing 

28 || less statistical could result. It is a theorum or a 


29|| truism of statistical analysis. Would you agree? 


A, Well, I do not know whether I can agree 
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or not. All I can tell you on this point is that this 
is a very complex area of statistical theory. I did not 
feel fully competent, myself, to come to the final 
conclusion about it, and have made use of some specialist 
in this field to evaluate the technique, and it is on 
the basis of their recommendations that we have stood 
on this method. | 

I would like to explain that we have had 
for some time a relationship with an organization known a 

CEIR which is in the Washington area, ee Lo.) Lmy 

bis tot ahh a top-notch economic and sedi awtisiee, research 
group, and they have a great deal of ereatuenis computer 
equipment, and very fine statisticians awa mathentatteal 
economists. We put this question to them some time ago, 
and it was their conclusion that this was useful and 
proper and a sound technique. Beyond eee’ I really 
cannot go, except, if you like, I will be happy to suppl 
a memorandum from them on the theoretical basis of this 
method. | 

Q. iL am going to show you, Mr. Saunders, 
how I approach it and see if you would agree -- and I 
certainly would not. want you"to think that I am trying 
to demonstrate any deep statistical training in what I 
am going to put to you now; what I am going to show you. 
I hope that you will agree that this is helpful to show 
you that you do not have to be highly trained in this 
to show why the statisticai theorum that I put to you 
is correct. 


Would you just follow me in this regard. 
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Your equatiom ll and 12 result in the same cost through 
substitution and the same constant, with the exception 
of one. In ll, you have got 39,000, and, in 12, you 
have got 40,000, And the only reason you have got that 
one single difference is because of rounding -- a 
rounding of numbers. 

And, So, would you agree that you have got 
a rounding of numbers in your constant in the two 
equations? 

A. It is certainly close enough so that if 
it is different for some other reason I would not attach 
any significance to 5 Fe 

Q. Therefore, notwithstanding substantiall 
less independent variables in equation 12 than in 
equation 11, you get precisely, exactly the same result? 
The same constant and the same cost? 

x. As to certain items, yes. . 

@. No, no. Throughout. That is the point: 
throughout. 

A. Maybe I do not understand what you 
are saying. If I take X10, for example, I get the same 
answer in equation 12 as I get in equation 11? Is that 
what you are saying? 

Q. Yes. What you have done is combined 
in 12 components that are: in 11 as independent variables? 

A. Yes. 

Q. And I amsiying to you that is a truism; 
it is a theorum that if you combine you automatically 


improve the T value, and you change no other results? 
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And I ask you if you agree?’ 

A. Well, what we changed is -- 

Q. The T value? 

A. Well, we changed the T values, but we 
changed the working numbers, too. 

Q. That is the point. Of course you 
changed the working numbers , Mr. Saunders. 

A. By grouping. 

Q. By gees but what I am going to 
put to you is this: if you could group everything into 
one independent variable, you would have a fabulous 
T value, and if you grouped them -- the very fact that 
you have peter daaedae cies eccs TS to significant TS and 
aia not change the constant your A would remain the same. 
You have not got an equation that. is explanatory of 
behaviourism of track expense. What you have got -- 
you have proved that the statistical theorum is rignt? 

A. Well, we proved that the statistical theorum 
is right but we also have an equation that ties together 
meaningful numbers, and the only controversy is whether 
we used the right See ree factor to put them together. 
That is the only possible area of doubt about it. 

Q. Let me point out to you again something 
that I think you should agree would be highly significant 
here: that your nial are exactly, precisely the same -- 

- 939? 

A. Yes, sir. I pointed that out to you 

on page 40. 


Q. But that your constant, except for the 
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rounding,\on which we.have agreed, is exactly the same -- 

A.” Yea; “sir. 

Q. -- and that your cost of the equation 
is the same? 

A. The cost of the equation? 

Q. Yes, the nip uae tok of the equation 
to the behaviourism of track maintenance expense in 
adding up the various output units as you have developed 
them in 11, combining them as you did in 12, results in 
the end dollar amount being the same? 

A. Well, you would explain the total cost 
of the railroad the same way, yes, but you would not get 
the same answer for any particular segment of pherdiet 

Q.. You would get exactly the same variability 
-explained-- the same dollar amount of variability explained. 
This is the truism. 7 

A. The same total amount of variable cost 
to the railroads? 

Q. No, of track maintenance expense? 

A. Yes, sir. 

Q. Explained -- no matter which of the 
equations you used, surely, Mr. Saunders? 

A. It sounds to me like a very simple 
question. Are you saying if we apply this fact to all 
the ton miles and so on we will get the same number of 
total miles variable on total expense? 

Q. What I am saying is if you have the 
same A -- the same constant? 


A. Yes. 
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Q... And you have got the same percentage 


of variable explained your R@ 


is .939 in both equations? 

A. Yes. 

Q. That one equation is not explaining the 
behaviourism of track maintenance expense any better than 
the other one is -- lets start with this: this is a 
t ruism? 

A. Ido not believe there is any difference 
between us .on that. 

Q. Then I say to you and I ask you now 
if you agree that if where you have got a problem of 
insignificant Ts because of collinearity in seven pairs 
of independent variables, as you have in your equation ll, 
that by combining the insignificant Ts and thereby reducin 


the independent variables in the equation 12, that you 


have not done anything? 


(Page 22117 follows) 
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A. I appreciate what you are saying and 
all I can tell you is that this is considered a 
very practical and effective working tool by 
mathematicians who are a lot more competent than 
I and I accept that ultimate.conclusion. 
Q. Would you consider this a type of 
-pyramiding? 
A. Ido not think it is pyramic ng, I 
consider this a weighting process. 
Q. Weil, how do you weight if it is a 
weighting process and still come up with exactly 
. the same cost, exactly the same constant and exactly, 
obviously, the same amount of variability? How did 
he weighting change? | 
A. What we have done is to. make equation 11 
a point to study and from equation 11 we said 
it would appear there is a certain relationship | 
between the various: elements. All we did in 
equation 12 was to convert that -average relationship 
into a single expression. In equation 12 it is 
really no different in principle than saying I have 
a gross ton mile reported to the Board of Transport 
Commissioners in the freight gervice, I have a 
gross ton mile -- in a passenger service but for 
independent reasons and separate considerations I am 
going to call one of those gross ton miles the 
same as two of another and I multiply the passenger 
gross ton miles by two. That is all I have done 
here except. I have used as a source of decision 


a separate level of statistical analysis. 
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Q. With respect, I say that is not what 
you have done at all. What I say you have done 
is that you have -- do not misunderstand me but I 
cannot think of a word -- you have done a trick 

with numbers. 

A. I hope not. 

Q. Ido not mean that you are trying to be 
tricky with numbers, I mean this is a ebuber trick 
in the sense of a proper interrelationship of 
statistical theory that it necessarily had to do 
what you said it did. 

A. Well, there is no question about that 

but what we were concerned with was trying to find 
out what is the right weighting factor bétween these 
various elements. We used regression studies 
without weighting, showed what that showed and we 
said on the average this is a rating that is 
provided and we applied that. Of course we got 
the same answer. I think I have said that there 
‘gawd myatdty avout de® vat ReMMerree Terre 
method of deriving a weighting factor. 

Q. Let me say it this way because I do 
not want to prolong this that where you. apply equation 
11 or apply equation -12 to the yerdwatagtete of the 
cost of moving grain to export positions in western 

- Canada you get the same cost to the penfly leaving 
out the rounding of the cost. 

A. Well, except for the possibility that 
there may be some difference in the poportions of 


main and branch and . yard and way and that sort of 
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thing, I think that would be true. 
Q. -Well, I ask you to forget about that 
-~- if you want to put that qualification in I will 
accept it and go ,on.!' Then, I gay to vou this, 
all ° you have done to justify equation 12 a 
combine to overcome the difficulties of the 
collinearity of the seven pairs of independent 
variables in equation 11, Does this not, as an 
analyist, immediately say to you that 12 is equally 
as bad @ 11 is for explaining the behaviourism --- 
A. I ao not think that follows. because ; 
I think this equation has the right to be 
evaluated on its own. It happens you and I are 
privy to a little secret, namely, that we actually 
know where this. weighting factor comes from and 
we are going back to where the watent np factor 
came from. However, if I came up to you and 
gaid that we ought to use a weighting factor of 
2.41 to 2.31, and I think that is the relatfonship 
and I give you a lot of reasons why it was and 
it seemed satisfactory to an engineer, that would 
be the end of it. You would not be able to 
bring up this revenue discussion. I appreciate 
What you are saying but you have to decide 
whether these weighting factors make sense statistically. 
All I can do is rely on people who are greater 
athorities than I and they say it is a useful and 
proper and valid technique but the opponents say 
1t dia not. 


Q. All I say to that, Mr. Saunders, and I 


CI tw 
Boxe! 
i . 
i 
| 
| le 
haga ey 
) rf Ty 
: 
: 
| 
i] 
i OTS 
: 
! 
4 
é 
{ 
i 
I 
: 
: 
ay 
: 
i 
i] 
i 
YY af 
{ f 4 7 
j 
; 
, 
writen rs 
« a ~ s+ é 
\ 
| 
i 
&& 
L. bal 


ren te 
oe pe 


es 


al 


: ; 
at o 
ry 
e 
a 
ms | 4 
em a? 
at 
- ‘~~ 
> 
is D tlhe 
3 
Met Ae OE 
. 
4 7 iw 
uM“ 4 Gud 
1 
4 
rl » oF 
, e 
4 
m4 
ot 
if 
all j 
os 
’ » & 
. ~ 
’ i 
. 2 
Ay 
. 7 
? 
. ' 3 
eS 
7 “ " 
ele. uv 
a. 
ae 13% 


bivow. vee otal 


pate 


=) 


Ay 7 


so 


rp 
bd Seg 


. vee 


ae ry 


ee 


oF. KY th. 
og S4q.72. dape0e 


Peds. sq ,, 


it 


f ; ‘ % 4 on 
yo YILTast oF soe Sveit NOY pgm bi 
: i." 
Belttiostt : 
4) 
‘OY Cc 
ya 1 
A . * ‘ ? rg, By i? ™y me ; alle ’ a 
I Bs 402 t Ede & bad 88. : oe 
ae 
( Siey? Tor oD i A | 
ty oi softecpes ota? tat Ly 
es ad 3 wy ett oo Deteeleve 
; .vyiemee .Petons @fic7 it @ oF vyicg 
MA ‘ gt ‘9 ew ef ct f P| Ww ‘wou 
v ett oxen oF doed gortom ems) ai) 
ye PD ri pe ok we . 
igo) < Le 4 20% sult . «eT. area 
t ee ; Of Pagvo ow Oeil bfee-. oe 
} 
ne 
wi ha 
is ftey® 
ie ‘i 
® > 
4 +4 
d oi 
¢? 
«Thce BE 
,- ‘ : 
Sin 
eu a, 
Ay Tied 


anous, sronmmousr scour,  SSUTGT Os 


am asking you if you will agree, that the technique 
as I understand it must necessarily, as a Ccaee. 
result. Now, if in some circumstances, notwith- 
standing the truism it is meaningful then ail it 
is saying is not to bother about the T values, 
allowing for knowledge to show whether the independent 
variables in the equation do honestly Paste ys the 
behaviourism of neh aaneud one variable track 
maintenance expenses, that is what you are saying. 
A. All I am saying is I want to look at 
the problem of maintenance and say what can explain 
Gs There may be a need for weighting main line 
and branch or freight and passenger because a 
mile is not a mile, a ton mile is not a mile, and 
I want to see if I can bring them together on a new 
basis. 
Q. You do not say it this way because 
i necessarily is going to give you a statistical 
Significant result and if you had done it in equation 
12 the way of testing disabilities of 12 would be 
to move from No. 12 back into No. 11 to show the 
insignificant T values that result? 
A. Ido not think I can go beyond where I 
have gone on this. 
Q. All right, thank you, Now, Mr. 
Saunders, in equation 14 --- 
A. Let me see if I cannot leave this in 
this way. | 
Q. Are you going back ® equations 11 and 
27 
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A. Yes because I am still troubled about 


the fact we do not seem to be together on what was 


done here. As I see it, what we did is no different 


-- what you are suggesting we do is no different 
than taking ‘your own track maintenance regression 
and saying, "Well, I have a weighting factor of two 
to one. I do not know whether that is right for the 
weighting factor or not but what I will do is to take 
my data and set up one of the variables as freight 

gross ton miles and then I will take another variable 
and call it passenger gross ton miles and I am going 
to run that as two separate variables and see what 
lappens." I think what you are getting is exactly the 
game problem that we had in equation il, you are 


getting inter co-relation and you are going to get 


a@ poor result and you are going to conclude that you 


are right on what you said to me in equation 12. 


Q. You really should not do this because you 


have an erroneous weighting and it is a statistical 
truism. 
Mr. Saunders, it is my fault I am sure that 

I am not making my point because we ‘are back to where 
e were again. I point out to you that your 
equation 11 has iwetaul olden eeceeielces based on 
substantial collinearity, expenditures on variables 
hich destroy the equation as being meaningful. 

a And you have something if you leave on 
feight ovue ton miles as one of the passenger gross 
on miles _ you will have inter-collinearity too. You 


No it by putting in a weighting ‘factor and running 
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them as one variable. 
Qe But what you are doing in equation 
12 is improving the T value and that is all you 
are doing without meeting the objection that equation 
at shows is in the use of a11 the variables you 
are using because they are ail interrelated. 

A. The game. point would apply to your 
equation 1. 

Q. I suggest to you that ig not so for 
the simple reason there is no collinearity in 
equation 1. 

A. I suggest there is because if you 
analyse the passenger gross ton miles separately 

from freight, look at them side by side you will 
find they are very closely co-related. | 

Q We do not do that. 

As But it da true. 

Q. . But we fe not introduce them as 
independent variables, we introduce the weighting 


factor. 


Q. We have what? 

A. You have done it very cautiously, 
so cautiously that you said when I dealt with the 
expenditures that you were going to use the factor 
of two to one for a weighting factor which was 4 
decision to make, to weight rather than study it 
but when you came to your --- 

Q. Do you mean for --- 


A. Yea sir, I de. When you get to your 


A&A. ~But you have done this so very caufiously. 
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investment regression you do not use the weighting 

factor. Now, I say that shows a cautious decision 
to use weighting in one regressio and not in the 

Fee: 

Q. And I suggest to you there is no reason 
for weighting in investment for engineering or any 
other basis and the reason for weighting any track 
maintenance expense is based on the fact that 
passenger and freight have a track maintenance expense 
and we have the two to one rule and this is based 
on the knowledge of the property and the way it is 
maintained and that is justification for it. 

A. I appreciate that and that is exactly 
the only point at Nes between us, it is not the theory 

of weighting or not weighting. It is what 
I did in equation 12 j|because you did the same thing 
in equation 1 but the difference is where you can 
say somewhere manna from Heaven came down 
ina ratio of two to one for passenger and somewhe:re 
I got manna from Heaven which you and I know is a 
machine which showed us what the weight is statistically. 
That is the only difference. | 

Q. Well, with r espect, it rather appears 
that you and I could argue this a11 day and I do not 
think I can put more to you. All I can say to 
you is that it is not a question of manna from 
Heaven,it is qa question of knowledge eda applied 
through handling of track maintenance expenditures. 
In your equation 14, by introducing as independent 


variables main track, miles of main track and gross 
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ton miles, in other words by breaking the miles of 
track into the main and branch and also taking 
as an independent variable gross ton miles you 
necessarily develop collinearity, interdependence 
on gross ton miles on main track as to its 
behaviourism and the expense in the independent 
variable. 

A. Well, it ta true, as I say, on top 
of page 43: 

"The new expression is generally similar 
to equation 12 (except for the coefficient 
on the substituted variable}, has a better 
fit and amply strong T ratios despite 
a coefficient of corelation of .80 between 
the main track and the running traffic 
variables --" 

Yes. 

@. But this is what my point is, thet 
the mere fact of introducing independent variables 
which we discussed yesterday unless there igs a 
complete linear function if they are combinations 
gutomvivatiyyis a statistical truism and is going 
to give you 4a better goodness of fit and so you 
say, "Look, I have a better goodness of fit there, 
therefore, I have a better equation"? 

A. Well, I still say you have to ask 
whether it makes sense. 

Q. You have to try the test of knowledge 
which I like to call the K test and I will agree 


that is a very good test? 
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A. Yes, air. 
Q. And you will agree too? 
As Yea, sir. 
Q. Now, let us look at these equations right 
through, Mr. Saunders -- one more point, in both 
of these you have a six to one passenger freight 
weighting on gross ton miles in both 14 and 15? 
A. 3GR, Bis 
Q. Now, if you look at your equations 14 
and 15 and, ene each of the pavaiiens 6G) Tyevlig 
125; 13, 14 and 15, you have the K test applied to 
the equations to show it could not be applied to cost, 
-it is unrealistic because you have plus main track 
mile. 
A. Yes, sir. | Iam net gure it is true 
in each of these but we certainly imei 
Qe. One of them has a ratio as high as 
sixty to one, as I calculate it. 
A. I think I wound up by saying that 
more «planation was needed of the 6 era ater ar oe 
of this switching and that we were not satisfied 
ve had the right data or the right explanation of 
xi. 
Q. So you are not satisfied really, Mr. 
Saunders, and indeeq your meee wae rather indicate 
that there is nothing to re that there is any 
difference. 
A. Now, I am not saying I am satisfied 
that more needs to be known about this whole switching 


function because the dta suggests too many things 
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going on. Ags a matter of fact, just a correction 
of this little Vancouver thing that we touched on 
earlier this nocntug Makes quite an important 

difference so it looks ag though there ieean 
things on the-data that need more careful study. 

Q. I suggest to you with great respect 
that you can distort the maintenance picture if 
you do not look upon the Vancouver experience as 
something that you have to take care of in the 
costing of the commodity. What you are saying 
is that maybe I can prove the variability explained 
but I am not going to change the cost. 

A. No, I think you ought to reflect it 
somewhere in the study but it is a question of 

whether you call it a variable cost. 

Q. It all depends on how closely you can 
check it but in the ordinary vanes it will be the 
mme? | 

A. No, I,.think the trouble here is I 
am looking at the numbers of method of finding an 
ee a~ problem, a serious, practical problem. 

Q. That is the cost of moving grain? 

A. No, I was not thinking of it ag a4 
cost technique in cost in movement. 

Q. Iam interested in the problem and maybe 
it is our disability of finding the cost of moving 
grain to export position --- 

A. I have not looked at it that narrowly, 
I am looking at thé miteoe the standpoint of, have 


you got a technique that can be used and will sive 
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the problems of costing generally because if it 
is good enough for the cost of moving grain I 
submit I would be a little uneasy about it. 
Q. I suggest to you; Mr. Saunders, that 
I am not so concerned with whether my availability 
explained is 77.365 or 17.065 aoa. Ledontea 
move it over into the constant and all I can 
say is that with greater refinement with greater 
expenditure of time and money I am going to prove 
that availability of cost in relation to traffic 
volume is a little bit higher than it was under 
the analysis I have made. 

A. Maybe you do not appreciate how we 
approach this. When we did this we did not have any 
idea what the effect would be on grain. We did 
not ask that question. We did not care what effect 

there would be on grain. We just thought that 
we should see if we can figure out the meat in 

the coconut, what was the essence er tues technique 
and we were interested in tencine it and improving 

it and to me that is the end-of this. If it will 
tand up generally in your managerial operations 

hat is an important conclusion to come to and 

I submit I have not asked) the question: "What will 
tt do to the grain", and if I am going to ranwet or do 
gomething if it did. As amatter of fact you 
may recall at the very first day we got together 

on this in a staff conference and I went through 
raising a serious of questions with Mr. Stenagson 


and Mr. Barnstead and a group of people and I took 
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the position from that ..day on that we felt the 
important question was one of the principles involved 
and there were some things which I suggested and someone 
said that would raise the cost of grain and I said, 
"that might weil be". 
Q. And your equations 14 and 15 could weil 
raise the variable cost to move grain? 
A. It could but I think since the cost 
conference we have checked it and found it does not. 
Q. i gay 1% could. 
A. Weill, on hindisght it does raise some 
barriers and lowers others but the variable portion 


ges down. 
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Q. What you are doing, Mr. Saunders -- 

A, I am not talking about how we approache 
it. The approach was ilrespective of what it did to 
grain. 

Q. My point is this, and I think this is 
what the Commission, with respect, is interested in: 
have we, the railways, in the work that we have done 
improved the costing procedure for the determination of 
costs? The answer to that question, I think you have mad 
clear in your answers, is "yes". Now, the Interstate 
Commerce Commission, other industries with less refined 
methods, with less precision and less technique, have 
nade decisions eee very large sums of money, and 
all that we are saying is you can carry the refinements 

-on further; with this we can agree. This may give you 

a more fraction of a percent here or there with variabili 
explained, but for rate making purposes this may not be 
Ke) important. This may be the distinction between while, 
from an analyst's point of view you may want. to carry on, 
and you can maybe think of things that notwithstanding 
you have a number here you can use with confidence and 
with greater confidence than if you used other techniques 

A. I am entirely sympathetic with the idea 
that there is a zone of reasonableness about a certain 
cost level, and there is such a thing as carrying it 
to meticulous detail that is really not worth the effort, 
and I am entirely in support of that, but also I have 


to say that the mere fact you have got something that is 


better than taking 80% does not mean anything beyond what 
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you have gotten is a needless refinement. This is better 
than taking 80% of all the expenses; there is no question 
about that. But, because it is better does not mean it 
is the best that can be done under the reasonable system 
of treatment of the problem. 

Q. That is the point -- as to what is 
reasonable? 

Age Yeas 

COMMISSIONER MANN: Just on that point 
you made, Mr. Sinclair: is it your position, as I 
perhaps conceive it to be, that you would reject the 
cost techniques of the Interstate Commerce Commission 
as being inadequate for rate making purposes, although 
these techniques have been used in the determination of 
large sums of money in the United States? That is 
proposition No. l. 

MR. SINCLAIR: You asked me a question, 
or you state a fact? | 

COMMISSIONER MANN: I am trying to see 
whether I have got the right connotation on what you 
have put to the witness. 

MR. SINCLAIR: What I put to the witness, 
Mr. Commissioner Mann, is this: that by the very nature 
of the way costing procedures. have been done in the 
United States by the use of territorial averages, by 
eae of applying to all operating expenditures a 
single variable, namely, 80%, that -- I am not refcting 
them for rate making purposes. My point, and Be amber 


on behalf of Canadian Pacific is this, that that has been 
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accepted by the Interstate Commerce Commission and we 
have in here a matter that. has improved and made the 
figures substantially more reliable, 

THE CHAIRMAN; You have an imprcved 
technique. | 

COMMISS IONER MANN: But the follow-up 
question is, although this technique may not be perfect 
yy virtue orn being better than the technique used in 
the United States, which is used for the disposition of 
large sums of money, your technique therefore is valid 
for the case in hand? 

MR. SINCLAIR: For this case in hand? 

COMMISSIONER MANN: Yes. 

MR, SINCLAIR: By all means. 

COMMISSIONER MANN; Thank you. 

MR. SINCLAIR: And I would think Mr. 
pelnriae rita made it clear if he has the data =: and 
there is under the Interstate Commerce Commission 
costing procedures alternatives: 

"Tf data is available, special studies 

to be substituted" 

-- I don't know if that is exactly the words, but the 
data in many cases is not available, but I think Mr. 
Saunders has indicated if he had this data in some of 
the studies he has done in the United States he would 
have substituted special studies for averages. 

Q. You mentioned that yesterday, I 
think? 


A. Yes, that is generally true, but this 
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seems to get a little bit out of focus when we compare it 
with the I,C.C. system here. First of all, the fact the 
I.€.C. has done something or has not done something does 
not seem, to me, to have a whole lot of significance in 
terms of what shall we do about the problem. And the 

fact that the history in the Interstate Commerce Commissio 
has led in a certain direction does not make it right. 

But the other thing is, when we talk about this 804, 

it-is awfully easy to be misled about the application of 
it. We should take the C.P.R. study, for example, and I 
think we did this at one time early in the game, trying 
to evaluate what you have, and take all your variable 
money and put it down to the system -- 10% of this account 
and 20% of that account. 

Qso wes. 

A. And we could add it all up and I would 
not be surprised if it came somewhere between 75 and 80% 
of your total expenses --- 

Q. You mean total operating expenses? 

A. Yes. So, we might say for convenience 
when we have a problem to work out in a hurry and a quick 
situation that we will take 80% of the maintenance and 
¢ the train crew wages and superintendence and all those 

things, and apply that, and that would be our cost. That 
would be, in effect, all the Interstate Commerce 

De raat ean uae does. You could do the same thing 
with your C.P.R. study, having gone through all this 
just as a way of finding out what the composite weighted 


average out of pocket percent would be. It would not be 
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as refined, but you could do it and it is not as though 
there is a major difference in the overall result. There 
may or may not be a an s08 difference, depending on the 
traffic. 

Q. I suggest to you, now that you have 
mentioned a figure somewhere between 75 and 80, that I 
think you asked for the figure and we gave it to you, 
and we ran down as a test for you, and what you 558) 
if I recollect correctly, and I think I do, is 77% on 
éperatine expenses and 40% on road property, the 77% 
being against 80% in the United States and the 40 being 
against 50? 

A. Yes, 

Q. So, the precision put into. this 
study has resulted in a lower variable cost than if you 
used an overall percentage? 

A, It is very close: 77 and 80 are 
remarkably close. -- within 5%. 

Q@. Well, within 5%: there is a lot of 
noney to which you apply the sereeutaaes It is a matter 
of the poor farmer who applies 10% to $10.00, and the 
economic yoyalist, such as you, who applies 10% to 
$10 million. 

A. Well, of course, you can talk in terms 
of making a fundamental criticism of one method versus 
the other if you keep in mind the refined method does 
produce an out of pocket expense which is not greatly 
different from the 80%. It does not wane the 80% 


applicable to everything, either. © 
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Q. Yes. Well now, Mr. Saunders, if I coul 
move to anothr aspect of your submission to the Commission, 


and that is in respect of train weights. 
--- A short recess -- 


Q. Mr. Saunders, in your opinion the 
necessity of distinguishing the cost of through trains 
and way trains is a basic consideration in getting out 
the costs of any traffic; is that not correct -- that 
is a paraphrase of your statement in the Trans-Continenta 
case? 

A. The basic concept is certainly, Mr. 
Sinclair, good and an obvious truth and one that I 
believe in. I am not sure about all the rest of that. 
But, certainly, to the extant one can and where it is 
important to make distinction, it is a very valuable 
distinction to make. 

Q. I am reading from page 6541 of the 
transcript in the Trans-Continental case. I have a 
photostat here but I have not got all the evidence 
you gave. 

“~~ 2"Q. @nipage @4-anfi 25, you again. refer 
to deficiencies of system average cost 
because of the failure to reflect differences 
in main and branch and way and through. 

I take it from these two references 
that you regard the failure of Witness 


Carpenter's study to separate main and 
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branch and way and through to be the 

major deficiency in his study? 

A, Well, they. are certainly eeueemely 

important, I would say basic consideratio 

in getting out the cost of any traffic. 

Q@. These seem to be the things that you 

always come back to to identify when 

in the course of your testimony you 

criticize the use of system costs." 

A. That is another question, 

Q. Yes. 

A. I see, 

Q. So, I would say, basic consideration 
in getting out the costs of any traffic? 

A, Yes, that is right. 

Q. But in certain cases where the data 
was not available to separate way and througr trains, 
notwithstanding that stability, costs studies are made 
and determinations involving substantial sums have been 
made by the Interstate Commerce Commission and indeed 
ty the Board of Transport Commissioners? 

| A. Yes, sir. You do the best you can 
with it and you have to evaluate the importante of 
the missing link in that particular problem. If the 
way train is not very important in the particular 
problem, then you have not lost very much by not 
having that additional information. 

Q. In your brief, and at page 46 to 


this Commission you state from an analysis you did 
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of materials supplied by the company covering the 
movement of grain from Winnipeg to Fort William that 
the Canadian Pacific method of average fears weights 
has overstated the train miles in this direction by 
21%. That is your conclusion on page 46; do you see 
it? | 
A. Yes, sir, 
Q. Now, the important thing in that is 
"in this direction"; that is, in the direction Winnipeg 
to Fort William? 
A. Yes, sir; that is all we had to study. 
Qe Yes, because the importance of it. is 
explained by you back over at page 44 in ‘the last sentence 
of your first paragraph in which you say this: 
"It can be deemed that the, C.P.R. has 
taken the position that the statutory grain 
traffie cannot be either credited with 
moving in heavier than average pupene or 
charged with moving in lighter than average 
trains." 
Bias WLS» LI, 
Q. And the importance of it in the directiaqn 
Winnipeg to Fort William is that, as I think you will 
agree, empties for grain move in the opposite direction 
in lighter than average trains? 
A. Well, they certainly move in lighter trains 
than they do in the loaded Ccirection. 
Q. And by sub-division by direction, be- 


cause of the nature of the way the road is operated 
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ex-Fort William west, empties: for the grain traffic 
will be in lighter trains than the average train Fort 
William-Winnipe? 

A. Between Fort William and Winnipe g? 

Q@. Yea. ! 

A. Oh yes, I think that is true. There 
is no mystery about that, though. When we first started 
on this we asked the C.P.R. for that data and they said 
they could not get it; it was very difficult to get. 

Q@. We said we did not have it. 

A, We asked for the data and we were told 
it would be a very agifficult job and time consuming. 


Q. Well, it requires tracing from the=-= 


A. It did not seem to be a big job when 
the time came to do it. We walked into the meeting and 
they said we have checked that east-bound and «2st-bound 
and the answer is taken care of. 

Q@. i wonder if you have any idea of the 
cost of the requests made by consultants on Canadian 
Pacific for checking and thingsilike that? I suggest 
to you they have been pretty substantial. You would not 
disagree with that? 

A. I do not know what it has to do with 
the question. I am saying when we asked for it ina 
perfectly simple way we realized we had loaded direction 
studies, and we said, "Look at the round trip", and we 
were told we could not look at it, and all of a sudden 


we find it had been done. 
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Q. Well, you were glad to have the 
additional information? 

A, Always glad to have additional 
information. I would like to have it in time, however. 

Q. Well, all things to all men at some 
time, On the basis of this analysis you made of the 
eastern aireatton between Winnipeg and Fort William you 
drew the conclusion in this way at the bottom of the 
page: ) 

"It exposes the fallacy of the assumption 

that because many, if not most, trains 

carry some grain, an average train weight 
is proper."? 

A, Yes, sir. 

Q. But to make that assessment I think 
you have to look at both directions and by trains over 
a subdivision by direction. You eannot do it by an 
analysis by taking one segment of the line? 

a I am sorry to disagree, but that 
sentence is a perfectly proper valid sentence based on 
the study we have made. It exposes the? Peitiaey of 
assuming that kawrdgé train weight is proper just because 
most trains carry some grain. That is what the sentence © 
says. 

Q. Oh, I am beginning to see what you 
mean. What you mean is that just because most trains 
carry some grain, that alone is not enough to take 
average train weights; that is what you mean? 


A. That is right, that is what this whole 
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section is about. 

Q. Well, I do not know about that, but 
I now understand and I apologize for tying that in with 
the 21%. In your analysis to arrive at this 21% figure 
you have supplied us with your working papers? 

A, Yes, 

Q. In your approach to the problem you 
considered that the average wei ght of a grain car was 
an important factor in the determination of the 
establishment of average train weights? 

A. Yes, sir. 

Q. I am going to suggest to you this, 
Mr. Saunders, that the average weight of a grain car 
in the way that you developed your documents had no 
€fect whatsoever? 

A, Well, that is an interesting observation. 
I am surprised at it. 

Q. Would you think there would be a 
significant effect if you took 40 tons per car instead 
of 80 tons per car? I have given re big range. 

A, Are you asking me whether the train 
weight would come out the same way as we show if we 
had used a different rate per car? 

Q,.. Yes. 

A, I would be surprised if it came out 
the same -- yes sir, I would. 

Q. I have prepared a little arithmetic, 
Mr. Saunders, and I would ask you to look at it and I 


would ask that it be taken into the record. It. ia 
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straight arithmetic. I could put this to you in questions, 
but I. think it is a litile easier to follow this way, 
and this is the reason I have done it. 

MR, MacKIMMIE: It is a very unique way 
of getting it into the record -- as long as it is Mr. 
Sinclair's table, or whatever it is. | 

MR. SINCLAIR: I will take the responsibili y 


for the arithmetic. 
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EXAMPLES OF AVERAGE WEIGHT OF CONSTRUCTIVE 


GRAIN TRAINS USING GRAIN TRADES METHOD 


EXAMPLE I EXAMPLE II 
Assumed Total Total 
Sample Trains Gross Weight of Weight of 
Weight | Number of Weight of Grain Cars Constructive Assumed Grain Cars Constructive 
(tons) Grain Cars Grain Car on Train Grain Trains Gross on Train Grain Trains 
(Got 2° (Col. 4-4 Weight of (Col. 2x (Gol. 7 4 
. Gog, 3). Ol 1) Grain Car Col. 6) Gol, a 
Col. Sol; 2 Gol. 3 Gel.:: Col, 5 Col. 6 Gol. 7 Col. 
3000 30 80 200 0.8 ho 1200 0.4 
4000 20 8O 1600 0.4 4O 800 One 
2000 £5 80 1200 eles: 1O 600 0.3 
TOTAL 5200 1.8 2600 0.9 


Average weight 
of constructive 5200 = 2888.9 
grain train 1,8: 


TOTAL 


Average weight 
of constructive 2600 = 2888.9 
grain train) 069 
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Q. You will note here that this shows 
examples of average weight of constructive grain trains 
using grain trade's method, and that is my short way of 
explaining the grain handling rather than pool, pool, 
pool and UGG. I have taken sample trains of 3,000, 
4,000 and 2,000, and the number of cars are 30, 20 and 
15. In example 1 I have assumed a gross weight of a 
grain car of 80 tons, and of course I have multiplied 
them out as the statement shows, and I have constructed 
the eye pase een of the constructive grain train with 
gross weight of grain car of 80 tons and the average 

; I 
weight comes to 2888.9. 

In example No. 2 I have taken the same 
weight of trains oder have done exactly the same thing. 
except instead of using 80 tons for the gross weight 
we the ee have used 40 tons, and again I have 
calculated the average weight of the constructive grain 
train, and the number is 2888.9, exactly the same as 
in example No. l. | 


A. ‘Phat is very interesting. 
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A. Well, the reason that you get this, 
I think, is obvious. All you have done is 
just cut everything in half, and the relationships 
» / abst asi 


are the same in both cases. 


Q. It is obvious I have cut everything in 


half? | 
A. You cut the weighting factors in hair. 
Q@. I cut one factor in half: the average 
weight per graincar -- the weight penance --- 


Re ok want you to appreciate that obviously 
if the grain in fact did weigh forty tons then the 
weight of the train would be quite airceraut, wouldn't 
it? 

Q. iI suggest what this shows, Mr. Saunders, 
is ae this shows that necessarily the ie weight 
of grain in a car is not a factor that would affect 
the average weight of trains? 

A. Well, we seem to differ: on the whole 
question ¢ what this study is all Hout. I submit 
we are interested in the practical question: "What. 
are the costs?". 

You keep giving me these little things which 
I submit are very imtérésting mathematical exercises, 
but which have nothing to do with the question. I 
would like to explain why. 

Q. Mr. Saunders, I do not think that there 
is any use arguing with me as to why I do things. 

A. Well, sir, I am trying to give --- 

Q. You cah say why you want to say you 


say something, but don't --- 
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MR. MacKIMMIE: This is one - of the most 
unique performances I have ever seen. My learned 
friend steps up and says: "Here is something I 
have made and I will take responsibility for,. and, 1 
want to ask you questions about it". But as soon 
as he starts to answer, Mr, Sinclair says, "I am 
not interested in that", and he starts to tell what 
shy ae GM ‘This is not Mr. Saunders' study, and I 
submit if it is put to him Mr. Saunders should be 
given full opportunity to. aay anything about it, 
or my learned friend had better sit there and give 
his evidence about it. 

MR. SINCLAIR: With all due respect to my 
learned friend, what I take responsibility for is 
the numbers and the calculation. eden, sense 
takes responsibility for what they .do. 

THE CHAIRMAN: If he has anything to say, 

he can say it. 

THE WITNESS: Perhaps I spoke too quickly, 
and I did not mean to get you upset about the 

implication of it, but it its hens a practical 
problem here, and you just cannot take a 3,000 

ton train and say, "I am going to assume 80 tons 
per car and get a certain figure, and then I am 

going to assume 40 tons per car and get a certain 
figure", because realistically if the train did have 
30 grain caw in it and they weighed only 40 tons 
you would not have 3,000 tons in that train in the 
gecond instance. I am using that to illustrate 


something that is omitted from this calculation when 
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we took your data and determined what the average 
Weight vas. 

Q. The average weight per train? 

A. The average weight of the grain train, 
We had not only the tonnage of the train -- the 
total tonnage of the train -- but we had the 
number of cars in the train: both grain cars and 
total cars. 

Now, it is perfectly obvious to us when 
we made the study that having-made a calculation of 
the weight assignable to grain you want to stop 
and look at the tonnage that is left over in that 
train and divide if by the working cars in the train 
and see if that makes sense. It is evident 
from this that if you hdd, say, fifty cars in the 

train, and you had only a 40 ton weight for the 
grain portion of it you would have a tremendous 
and a ¥idiculous weight for the rest of the train -- 
for the rest of the ¢ ars in the train. 

So, there, while I agree with you that you 
can do this there has to be a little control on the 
figures you use. 

Q. Let us take a look at the control you 
exercised. 

Ay. Yes, sir 

Q. When you did your study, you omitted 
from your account caboose. “hope and light running? 

A, 168, Sif, 

Q. And I suggest to you that by omitting 


light running, which is a necessary adjunct of railway 
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operation, that you necessarily biased tha Ri euvans 

| A,. Not if you are trying to get the 
weight of a train that hauls grain. Q. You are trying 
to get the average Weight and total weight of ail 
cars in 411 trains? 

A. I didn't think so. 

Qe You did not? 

Dee es 21. That is aq different 
question. 

Q. Let -me ask you this. If becauge 
of the movement of grin there is a transfer of power 

that is caused by the traffic you are studying, | 
then you should take into account light running 
as well as heavy running; should you not? 

A. it would certainly be an element of 
cost to corsider. 

Q. And in following your method, you 

cannot reflect light running, I suggest to you? 

A. Well, light running can be treated as 
an overhead at some point in the costing, but I am 
asking one simple question, and I think Mr. Stenason 
was asking one simple question: "What is the weight 
of ‘these trains that haul grain?" . And in response 
to a question from one of the Commigsioners, he 
put in this exhibit, and he said, "this shows that 
grain moves in average trains", and I am merely 
taking that statement and saying it does not show 
any such thing. 

Q. I think now, Mr, Saunders -- and I do 


not want to get into this with you -- but I think the 
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question @®mmissioner Balch asked him was how many 
solid grain trains there were. He didn't ask him -- 
A. What was Mr. Stenason's answer? I 
suppose the record is there. 
Q. Yes, the record is there,. His 
answer was there was practically no golid grain trains. 
A. Yes, but the conclusion he added to 
it was that the study show gs that the grain moves in 
average trains. That is the point I am addressing 
myself to. 
Q. And I say the method you followed to 
try to show that the grain did not move in average 
trains cannot be used unless you give some weight 
to light running caused by the movement of traffic? 
A. Iam saying that is @ separate er en 
Q. Can we agree on this? Can we 
agree that your suggestion that there would be a 
difference between the average weight of trains 
predominantly grain -- let\* us put it that way -- 
predominantly grain,would only be applicable where 
there was an ad-mixture of traffic and there wag 
a substantial amount of traffic moving other than 
grain? | 
A. Ido not think I understand the 
question. 
‘ Q. Your hypothesis is that grain moves 
in heavier trains than average train weights? 
A. Ido not know. I do not have any 
hypothesis. I do not think I have any hypothesis 
atiall., I asked myself the question: "What are 
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the weights, the average weights of the trains in 

which grain moves between Fort William and Winnipeg...", 
Which was the place where we had the data. And I 

a nswered that question. 

Q. We have discussed part of that. Lt 18 
my fault, Mr. Saunders; I am not making this clear 
to you. 

My question was this: the question of 
whether grain moves in trains of greater evs average 
weight to be significant would have to bie only in 
areas where there was a substantial -amount of other 
than grain traffic,. Am I not making myself clear? 

A. You put the word "the question". I 
do not understand that. 

Q. The question: I am raising with you -- 
let me put it this eay, nee. If in certain 
areas or certain sections of the railroad the large 
proportion, say, 75 per cent of all traffic was 
grain traffic, then the problem, if there is a 
problem, of grain moving in trains of greater than 
average weight would not be applicable because 
grain would be making the train ipso facto, being 


mch ailarge proportion of the traffic? 


A. You are saying there would not be as 
big a difference between weight of the train hauling 
the grain and the average train in any territory 
where most of the traffic is grain? 

Q. I will say there will be no difference 
because I have given you @ ey that what 


calla ‘for train dispatch is grain. In other words, 
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to use your definition, a11 trains would then te 
grain trains i Weeaeae they would be predominantly 
grain? 

A. No, -I-do not think go. 

Q@. You do not think so? 

A. You could very well have the dispatch 
of trains for service reasons every hour, let us 
say, and you might have twenty carson them. The 
grain might not necessarily be = any ef "* “+28 
those cars. You might. say the grain is going to 

move whenever we feel like moving it. 

Q. Let us take the Stewart Valley branch 

line, where there is restricted train service, 
and over a year there would be 99 per cent grain 
moving and one per cent other traffic. 

Now, under those circumstances do you 
think they would run a train when there i Asi be 
ten trains a year on this subdivision -- do 

you think of those ten trains they would run a 
train other than a grain train under your 
definition, Thig is, again, impossible 
i tuematically, I suggest to you? - 

A. I do not know what you mean by"other 

than a grain train". | 

Q. Other than a train which is predominantly 

grain, and therefore the average wanes of the trains 
by subdivision by direction would be applicable is 
——e traffic? 

A. I would certainly agree in that 

situation the weight of the grain train wuld be 
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very similar , very close, to the weight of the 
average train. I think you are bringing an other 
element -. which is, I feel, very important, but 
which I do not touch on in this particular comment. 
The element you are bringing is what traffic was 
responsible for running the train. We have not 
asked that question. It is obvious_if you take 
that point of view you could very well argue 
that the grain traffie should not be piarecad at all 
with anything except the weight of the kind of 
trains you would run if all you had to worry about 
would be grain. And this would be very heavy trains. 
The trains would be heavier. 
Q. You would have to do a lot of other 
things and talk about delayed car costs, etc.; 
you would agree? | 
Roe f. am merely trying to put up what you 
sid dout going to the purpose of the train. i ie 
you ask that question, you are putting in another 
element to the discussion. | 
Q. Maybe it is the way I walk about or 
something, but I was giving you a question that I 
thought we could get toa "yes" on, because ps 
was just another one of arithmetic. If the grain 
is the predominant factor aaeace overwhelms 
the traffic moving on a subdivision by direction 
necessarily. I suggest to you as a matter of one 
plus one equalling two or absolute logic grain 


trains are the averagetrains over that subdivision 


by direction. 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22151 
TORONTO, ONTARIO (Sincla ir ) 


A. They would be very close to it, but 
they would not be the same. 

Q. By direction? 

A. My only point is that the degree of 
closeness depends on the proportion of grain. I 
think that is~-plain arithmetic, really. 

Q. Well, I think the way I put it to you 
is arithmetic, and I do not qualify arithmetic. 

A. if we differ, it is only because we 
are talking about two different things. Le 28 
fundamental: . Iam saying that if aan is 90 
per cent of the traffic it isn't going to be 
exactly the same as the average. It maybe very 
close to it. And if it ie 70 per cent, 1t wiil 
have even less proximity to the average. 

Q. Well, Mr. Saunders, Iwill leave 
average weight of grain trains and average weight of 
other trains. Just because it is a fieid I find 

a little easier -- and I am not trying to put 
you out-of focus here -- I am going to skip and I 


will come back maybe sometime tomorrow or the next 


day to --- 

THE CHAIRMAN: Or, next week, 

MR. SINCLAIR: Gould be, air. L recall 
Mr. Stenason in his evidence here was under 


cross-examination for five days and those days 
ran from numerous counsel asking questions, of 
course, from 9:30 to 5:00 for four of the days of 
the week, and the last day from 9:30 until after 


gix. And, also, with the expert of the railways 
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ANGUS, STONEFOUSE & CO. LTD. ae 
TROIS Ovi die Sa are . 2) ex, 22152 


Mr. Ford K. Edwards, he apent a great deal of 
time on the stand. I hope that your remark , 
sir, did not mean that by asking these daeevlous Aa 
was wasting the time of the Commission. 

THE CHAIRMAN: No, no. Go right ahead. 

MR, SINCLAIR Q: Would you look at 
your section "Gost of Money", please, Mr. Saunders? 

A. Page 56 of volume 2? 

@ Yes? ; 

Ak. Yoo, air. 

Q. In the Canadian Pacific cost study, 
did you note any sonnaceat lee element with respect 
® the treatment of working capital? | 

A. Ido not recall. 

Q. Do you recall in ‘the Canadian Pacific 
any working capital and cost of money on working 
capital ee assigned to the cost of handling 
grain? 

A. I just cannot remember. I do. not 
recall whether it was in that base figure to 
Which you apply the fen per cent. 

'Q. Mr. Saunders, assume with me that 
there has not been in the Canadian Pacific cost 
study an amount assigned for cost of capital and 

the cost on that is a true cost of moving grain. 
It is a variable cost of moving grain. Working 
capital, cost of money on working capital. 

A. I must have missed something in the 

question. 


Q. Iam asking you to assume with me 
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ANGUS, STONEHOUSE & CO, LTD. - : ; 
TORONTO, ONTARIO “aidelair) ex. pil he Ba 


that in the Canadian Pacific cost studies there 
is not an element for working capital. 
A. Oh, all right. Yea, gir. 
Q. Now, I am going to ask you this: 
that as a cost analyst it is your practice to 
apply to a section of the study traffic @ portion 
of working capital? 
A. Yes, I think that is generally en proper 
allowance, . 
Q. And the larger the poportion of the 
t raffic involved the greater the amount of the 
working capital necessary, would you say? 
A. I do not know what you mean by that 
working capital. I think that would ordinarily 
be that of strictly a percentage factor, not a 


different percentage, certainly. 
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ANGUS, STONEPFOUSE & co.LTp. Saunders, cr-ex, 22154 
TORONTO, ONTARIO (Sine la iv ) 


Q. A percentage of what? 
A. A percentage of the investment or 
a percentage of some other yardstick you might 
use. 
Q. As to the study traffic I am saying 
the bigger the traffic would there be the bigger percentage 
of working capital? | 
A. Nos; I do not think that at alls ethe 
bigger percentage of working capital I think would 
be gee auaees a. The bigger number of dollars 
assigned to that traffic in proportion to the amount 
of traffic we are talking about but not a 
bigger percentage. 
Q. A bigger percentage of the overall 
required working capital of the corporation would 
be applicable depending on the amount of the traffic 
that is being studied? 
A. Yea. Big traffic, big. working capital; 
littie traffic, little working capital. That is 
What you are gaying. 
Q. Now, you agree as a cost analyst that 
« @ost oF aS is an important element in the 
determination of the variable cost of moving 
traffic? 
A. Weill you have to ask yourself the old 
question as to whether it applies in t he particular 
gi czuation, It is not automatically something you 
would put in without thinking about it. 
Q. Let me ask you what cost study you 


can yeferred me to that you have prepared in which 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, cr-ex. 22155 
TORONTO, ONTARIO (Sincla ir) 


you did not have the cost of capital element? Does 
the ICC provide for cost of capital development? 
A. Well, the ICC does provide whatever 
he parties want to put in but generally the request 
is, or the suggestion certainly is, that some allowance 
of return on investment will be included as part of 
the total coast. Generally we have done that in 
our studies. There is no disagreement about that. 
Q. And, indeed, in the most recent study 
‘that I think you gave evidence in, do you remember 
what factor you put in? 
A. The most recent study I gave evidence in? - 
Q. Yes, a major case, I cannot keep up 
with all the little ones but the latest major case you 
eave us | 
A. Well, generally in-these general cases 
we have used four per cent on rate-making value 
or six per cent on net investment. 
Qs. Six per cent ah eee 
A. Sometimes six per cent. I think we 
used six per cent on book investment in the Trans- 
Continental case. 
Q. Six per cent on book? 
A. Yea, sir. 
Q. That is the original cost less 
@preciation per book? 
A. Yes, sir, and that includes working 
capital too. 
Q. And that was six per cent net after taxes, 
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ANGUS, STONEPOUSE & CO, LTD. ~ 
TORONTO, ONTARIO Bare ex ' 22 156 


A. Yes, that ig right. You have to 
appreciate the question may be different under 
different issues. We were then talking about 
divisions of revenue and it was a matter of 
position as among the railways what yardstick 
hey wnted to use, one versus the other, and it 
is nothing rare to do that. Where the rate is 
compensatory or where there is a policy involved 
for the nation or anything of that srt it is 
avery specialized kind of question. 

Q. I suggest to you what you were doing 
wis applying there, Mr. Saunders, what in your best 
judgment and based on the data that you had available, 
the cost of moving specific traffic by railroad 
and you were acting for one group of railroads 
and you were saying in there that these railroads 
had to esrn reasonably a six per cent on net 
investment. 

A. No, I am dfraid that is not an 
accurate expression of the issue,of the position 
that I took. We were there dealing with the position 

of two parties and me of the parties said, "We 
want to earn, we want to set up as our yardstick 
Br fair divisions between you and me as a test 
the earning of six per ceht -after tax on net 
investment". The other party said, "We think that 
it is fairer to use four per cent." This is not 
a matter of what is the right number, it is strictly 
a matter of policy as to what the railway wants 


to use as its standard. it ig not a question 
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ANGUS, STONEHOUSE & CO. LTD. Saunders, @-ex. 2.57, 
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of right or wrong at ail. 
Q. Did you not accept six per cent in the 
Transcontinental Divisions case and support it? 
You prsonailliy supported it as 4a reasonable figure 
t be taken as reflecting the cost of money in that 
case? 
A. No, I do not think you have ever 
Hund me to say a thing like that that it is a 
reasonable figure for the cost of money. Lt is 
a matter of position, not a matter of right or 
wrong. It is a matter of what is the yardstick 
or the goal that that particular group of carriers 
is trying to achieve. Railroads in general revenue 
caseg in the United States have for years said, "We 
want a six per cent return on investment", and they 
have used that as their basis of requesting a 
general inerease , but they have never earned if 
and if they usually go back in and ask for an 
increase in rate it would not produce it. 
Q. I suggest to youyou made clear when 
you were looking at cost of money that the earning 
power was not related and in answer to Mr. Freeman 
in one of these cases you said that was your view. 
Do you remember being cross-examined by Mr. 
Freeman? 
A. I do not recall, but I do not know what 
you just said either. My views are usually 
carefully considered and this is something I had 
been interested in for a great many months and 


I would be very surprised if I ever said cost of money 


| | Win Mea 
732. Owe xy cy ‘trig 96 coma beta: Te ite 2 
| EU! hb) r¢ dA?) A, 

: yoate-f'b, elie reais Bo Rs SRD aT negegel ¥ ttecoure 


oo et GD Yee Tel oe mee pontonttion- en amie og 


ae mi Th Set fedt stim gated a cad. oF emg 


a } Pen 7 aCy tt: to + — nee 


iy ia vs 


we Fees. Ge waiirw 2,000 4nd timo ne sosean 4 


a at E> ee oes a 


HY i aetile 


ioe. BO ' A OK m) Rit ig 4 ji N ip | ao 9 aid t writ {eo ony = a f 


‘3 
at 
4 
2 
x 
ss 
= 2 
_ 
is. 
<_s 
2 
2 
2 


: ey tS p se EH 2 Se : wv if et ae ful ip 4 £ a if y i ny “a Ry ig aS + aatent: an 
i ; si | y 
ty 
5 a Sent an OO eo * Pork wed * pa 
OV ORR, Ne Sg re (bau Si, 7 
‘4 . 
‘ ” a 
| ire wt ‘ v } Ve Oy Vite q MI be he 
aa LT the ee | Kee 
' yd bs a : ih 
: oa ret 4 sgt M | we 4 Gee ce > wT Ss i roang ny + rT 
. 3 tas DMG fs oad of Cileues yas te “bats 7a ‘kh 
, an tt" 
. bom; Ton bileow tf eter: alt eogetont (site 
: Ae i ue ody is 0. ie | 
‘en oa i r ai oh 64 re TF 4 “ ; nag ‘ Aes a + . r ¥ 5 mh 
foe sae LOY nee Ge teeogme Lp |: ee 
| | yt Y Pye P 

‘ i venom “oO IHon Ja-aerlioo! etew toy 

“4 , 

” | 

‘a o voae of bose Betelay tod pew sume 


{ VOLE BOY I Fi Bree Oy eee) Gert” 2G sed 


: 
“a i ba bo tex epoxd Maved sodmeue' steals 


jiiw wie oan 6b 2 tad) Reba oa, has : 


—a 


ek: 
Rr a ea i 
> 
Zz 
5 
ie 
$ 
PA 
- 
a = a 
= 
4 
o 
> 
. 
. 
> 


—— 


Y sotdseace- at) eli Bae tersbinane 


iu 
> 

‘ 

* 


rs tire Sa toOM eet 160%8 sot ah. 


Vx w dor a SP Gts9 teh aan: oe cm 
RI ie ar nea oy 


ae) he oeee 


ANGUS, STONEHOUSE & co.LTpo. SCAUNdeYS, cr-ex, 22158 
TORONTO, ONTARIO (Sincla ir) 


Was a yardstick for determining --+ 

Q. What I said to you, Mr. Saunders, is 
that return earned and cost of money were very 
different. 

Rw Well, that certainly is true. 

Q. And that when you put it into a case 
and gave evidence you made this clear? 

A. I am surprised you have not brought up 
my article in Railway Age which deals with this 
sbject. os | 

Q. Here is the sworn testimony - you. gave 
in this case and I will read the whole matter through 
because I think it covers some of the matters you 
were talking about. | | 

| A. Is this cross-examination by Mr. Freeman 
in the Transcontinental divisions case? 

Q. Yea, volume 31 of docket 31503 
commencing at page 6547: 

"Q. Turning back to your exhibit at 
page 20, you appear to criticize witness 
Carpenter's use of 4 per cent return which 
you say and I quote, ‘is not the return 
which each group actually earns'. Are you 
suggesting that it would be proper to use 
as a cost the return each group actually 
earns? 

A. No, this ig’ @actly the reason 
why these cost scales can't be used as a 
revenue need measure, bh wd, want to look 


at the revenue needs of the carriers and 
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we look at their rates of return and 
they are different, you don't have any 
test at all of revenue need by assuming 
they are the same. 

You would have to look at the actual 
rate of return to know whether one in 
fact is any more or less than the other. — 

Q. What rate of return did Dr. Edwards 
use in his study? | 

A. He uses my Form A cost figures, 
six per cent Bases 

Q. Which reflects six per cent? 

A. Yes. 

Q. Which is mot the cost each group 

actually earns? 

A. That is exactly the point and there 
is no indication of actual revenue need 
either. When we talk about costs, we are 
not talking about revenue need. That is 
exactly what this testimony is attempting to 

distinguish. 
“ay Does six percent represent the 
cost of money as that term is commonly 
understood, of each group of roads? 

A. Well, it could be thought of that 
way. I think it is just really a yardstick 
or a standard that the carriers would like 
to achieve as a base or a minimum yardstick, 

point of departure. 


Q. The historical cost of money for the 
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railraods as a group is four percent, 
is it not? 
Mr. Trienens: What is your rate of return? 

Q. (By Mr. Freeman). Cost of money? 

A. We would have to go into a little -4-- 

Q. Isn't this the sense in which on 
cost section uses the term? 

A. The cost section uses four per cent 
as an average rate of return historically 
earned over a period of years but that 
isn't the same as the cost of money. 

Q. I will settie for your definition 


which igs much more precise." 


A. Well, that is fine, I certainly -stand on 
that, | 
Q. So when you are looking for cost of 
money you do not expect earnings to indicate what 
the cost of money is? 7 
A. No, not at ali, because I think they 
are two different things.. Is that not what I said 
there too? | | 
Q. That is what you said there. For 
instance, in this satement we were referring to what 
the Canadian Pacific actually earned being 4.17 gross 
when you were under the heading of cost of money 
you indicated the C.P. earned 4.17 gross on net 
investment before income tax. Then you made a 
calculation on the basis of that and in the next 
paragraph at page 56 you went on to point out that 


Canadian National had an operating deficit. My 
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question to you is: what, in your opinion, setting 
aside what was actually earned, is the cost of money 
to Canadian Pacific? 

fe: Well, of course, that is what I deal with 
here in three rather solidly filled atias 

Q. I have just dealt with some of them with 
you and I thought we would put aside what was earned. 

A. My position. on this I think. is a 
Simple one; if you boil it a11 déwn you can make 
a calculation of the cost of money ag witness 
Smith did but I do not quarrel with the calculation 

and --- | 

Q. As witness --- ? 

A. Smith, was it not? 

Q. Yes? 

A. Witness Smith did and you can arrive at 
the figure and it will show what Mr. Smith showed. 

The ovenien is what does it mean after you have ‘got 
it. I have not said the cost of money is a different 
principle, I have not debated that question at all. 

I have gone to the question of, after you have got 
it, how do you use it and should we use it. in 
this situation. 

Q. You are not disputing, I take it, that 
the cost of money to Canadian Pacific is 63 per cent 
net? What you are saying to this Commission is, 
assuming that to be so, thiag ig the way the numbers 
work? 

A. No, I am saying that witness Smith 
said that if I want to reproduce this property it will 
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cost me 64 per cent todo it. 
Q. Could you refer me to where he said 
that in the transcript? 
A. I think that is the implication of ‘cost 
of money «in the method he useq in calculating it. 
He says if he has to go out and float stock it 
will have a certain return in order to attract 
capital for that stock, a certain amount to Sade 
bonds and so forth and when I put that altogether 
it will be 63 percent weighted. 
Gg. Do you think Mr. Smith in presenting 
his evidence to this Commission took present cost 
of debt money? 
A. Present cost of debt money? I do 
not recall it a present cost. 
Q. I suggest to you what he did was 
take the historical cost. of debt and got out of 4 
part of the equity capital a figure .as low as 3.57 
and he was not doing what you indicated at all. 
A. I think he was doing that. I do. 
not recall what figures he used for interest rates on 
the bonds. 
Q. They were what the company was paying. 
A. 1 auggest that built into this is 
a concept of what it would take to float securities, 
this is what the stockholder would want and that 
is the whole theory on which the whole proposition 
is based and it is that theory I am challenging. 
Q.- Well, Mr. Saunders, have you ever given 


testimony in any proceeding as to the determination 
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of cost of money for regulatory ‘purposes? 

AY Wes; air. 

Q. And have you ever given a figure different 

than the six per cent net after federal income tax? 

Khe Xena, 427 . 

Q. In what case? 

A. It was, it seems to me either in gome 
case involving the Jersey Central Railway or possibly 
the Hudson Manhattan Railroad -- I believe it was 
in New Jersey, as I recall and the calculation was 
something like 14 per cent or 25 per cent. 

Q. These were very peculiar circumstances? 

A. Not at all, it simply meant the railroad. 
having a very bad earning record would have a cost of 
money under this theory of rather pe euadniynaneditens 

merely because it had a bad earning record. 

Q. Did you calculate your cost of money 
and ask them to base the cost of money at 25 per cenit? 
This sounds like a company that was bankrupt’ 

A. It was not bankrupt but it had 3 very bad 
earning record. 

Q. Is that not a commuter line that runs 
out of New York? 

A. It runs between New Jersey and New York. 

Q. Practically a street car line? 

A. That is what we call the Hudson tubes 
there but it illustrates the cost of money. The other 
one is the Jersey Central Railroad. 

Q. It has had a rather bad career too? 


A. That is exactly what I am saying to you, 
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that when you go through these calculations the worse 
the earnings reeord of a property the higher the 
cost of money you will come up with under this 
method. I-say it is qa perfectly proper thing to do 
and a nice calculation to make but after you get it 
you have to ask "What will I do with it?" and I 
am saying that buiit into this method is a concept 
that could be reasonable under certain circumstances, 
that I would want to go out and raise capital to 
reproduce this plant, $800 million or $1 billion. 
That is the way the thing is mnstructed. 

Q. IL suggest to you that is wrong for this 
reason, that in developing costs you have historical 
costs for debt and we receive the equity capital. 

You take the aiternative investment opportunities and 
it is alternative investment opportunities in which 
investors can place their funds that figures 

and develops cost of money for the enterprise that is 
before the tribunal; do you disagree with that? 

Ae Wer, alr. What the procedure is ‘5 
just that simple. Mr. Smith says there is a stock- 
holders equity of $847 million, that is his figure, and 
he says if you are going to try to raise that amount 
of mony you would have to pay the prospective investor 
9s per cent. He does not say what to do if you 
are going to have to raise that amount of money. 

Q. Show me where he says that in the 
transcript? 

A. He has to say that, it is arithmetic. 


He takes 94 per cent of $847 million and adds that 
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to gome others for fixed charges and divdes that total 
again to what is required by his base ad he gets 

a figure on egrnings which is -- Ido not have the 
figure here. 

Qe. What he does is -« gurely it is a --- 

A. 6.47 per cent up to 6.88 per cent. 

Q. What I am suggesting to you is that 
what he does is measure in the replacement ail the 
equity but he recognizes to attract equity you have 
to meet the alternative investment opportunities of 
the market . If you are not going to treat the 

equity and the enterprise fairly you cannot attract 
additional equity Ms when you aay he ig trying to 
rebuild the whole plant, that is wrong in concept, 
and I think he made that clear in his testimony. 

A. No sir, I cannot make this point 

strong enough because I feel very strongly about it 
and if there is any confusion about it it is because 
the record does not fully clarify the mechanics 

of what he said. It is just arithmetic that what 
he did was take $847 million of ordinary stock and 


retained earnings. 
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Q.(vTess 

A, And that appears as schedule 15 of 
his statement. 

Q. Yes. 

A. And he applied to that a rate of 91% 
and that is the biggest thing -- it is about 70% or 
letter of the total rate of return that he is urging on 
this Royal Commission, and that is nothing more 
mechanically, nothing more than taking 94%of 847 million 
and saying that is the beuban ae dollars I have to have, 

Q, What that is saying, I suggest to you, 
and ask you if you agree, is this: that the distinction 
between the person who is approaching this matter 
financially and an economist is cuctenenkeus 

Ae, Yeapesir: 

Q@. And you are taking an economic situation 
what you are saying is, “assume with me that we are going : 
to ci pinedens entire plant and I have then pened at 
the numbers -= 

Ay No, airs 

Q. Just a minutes; while the financial 
man says, "I have to treat capital already invested 
equitably or I cannot get additional increments of 
equity capital because they will not invest with me 
unless I treat what is already there equitably and 
fairly"? 

A. I do not cvestion that for a minute. 

I do not think we have any problem on the theory at that 


point. 
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COMMISSIONER ANSCOMB: Do you say you 
disagree with what has just been said? 

THE WITNESS: No, I do not disagree with 
that -- not on this point. 

COMMISSIONER ANSCOMB;: Just those few 
words. 

THE WITNESS: Not about the financial man 
and the economist. 

COMMISSIONER ANSCOMB: No, I am talking 
about the last few words. 

MR. SINCLAIR: Q. Well, let us clear it 
up: you do agree, Mr. Saunders, that you have to treat 
the equity capital already invested fairly or you cannot 
get added increments of equity capital? 

A. That is right. I do not think there 
is any problem on that score, but where the trouble comes 
into all of this is cnvaaer ae said that, your witness 
went ahead and applied these rates of 4% on equipment 
trust certificates and 25% on lease lean securities -- 

Q. Well, these are not equity capital. 
These are historical costs as determined from the books. 

A, Yes sir. He applied very low rates 
which represent actuai cost on the previous borrowings. 
He applied those and came out with a composite 
requirement for all of that portion of it -- some 
$470 million -- as 1% of his total requirement. Then, 
the rest of it is 93%. 

Q. 1%? 


A, i% of the 63% that you were asking for 
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is made up of these low rates of interest you have just 
described. Then 95% was applied to $847 million which 
makes up 53 % of the total of 64% that you are asking for 
Now, that is the piace at which I fall off the train 
because I say under that method you are assuming -- 

he is assuming that this weighted average cost of money 
mst come from $847 million of investment. 

Q. But, Mr. Saunders, would you rather 
calculate this ways: instead of taking the cost on 
the debt capital, to take the present cost of securities 
having the same standing as the securities involved and 
put constant actual cost on debt capital and then float 
that through the debt equity ratio of the corporation 
and come up with a composite figure that way? Would you 
rather do it that way? 
| A. I am saying, no matter how you do it 
you make the whole calculation based on. the whole 
investment for this $1 billion 440 million, and this 
assumes -- and I cannot see how there can be any 
disagreement -- this assumes you are going to try to 
recover that kind of money by floating $800 million of 
securities at 94 and $400 million of debt at 33%. 

Q. Are you suggesting any financial man 
would try to come before anybody who knows anything about 
the market and say, "I am going to raise $400 million 
or $500 million of debt at 3.37% or whatever it is --- 

A. Yes; 3. Suwmething -- 3.3. 

Q@ is that what you say is the result of 
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A. That is what he has done here, 

Q. Well, Mr. Saunders, I must say -- 

MR. MacKIMMIE: Let him answer. 

THE WITNESS: This is what your witness 
did, and that is the arithmetic of his calculation, 
and it is perfectly clear on schedule 15. My only point 
iS that I do not care about the rates. I am not 
questioning the 3% or the 9%. I am questioning a much 
more fundamental thing. I agree you may have to pay 
9% or 3% or 4% for certain securities. There is no 
controversy about that. My point is that when you have 
made that calculation it is very interesting, but it 
does not have any practical application because nobody 
reproduces a regulated thing like a railway just as is, 
or just as it is made up in terms of track miles and 
equivalents, and so forth. It is a very interesting 
ealculation; that is all. 

Q. I think your remarks are interesting, 
too, but I wish to test them: do you suggest that in 
calculating the cost of money to a regulated utility 
that you should not take the historical cost of debt, 
but that you should substitute current debt costs? 

A. I am perfectly willing to have you 
take it either way. 

Q, You are? 

Aviad. 8 Obie Mil s 

Q. Well then, the difference would be 
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Q. Because current costs of debt are very 
much higher than the historical costs of debt? 

A. No question about it. 

Q. But when you approach the regulatéd. 
utility and look at this cost of money, you must look at 
things as they are, and you say, I suggest and ask you 
to agree, that debt money is paid on the historical 
basis that it has in the books and that you maintain 
your credit by meeting your contracts? 

A. That is true. 

Q. That equity money is treated by looking 
at what investors of alternative investments would require, 
and you treat an investment in the corporation in equitie 
ky that method? 

A. There is no controversy about that. 

I am just saying after you have made that calculation 
you have to ask yourself, "What am I going to do with 
it?", and I say with that calculation you are assuming 
that you will reproduce the whole plant as it is -- 

$1 billion 400 million worth of ates of track and 

s forth. 

Q. Well, you have told us that. 

MR. MacKIMMIE: And you still do not 
understand. 

| MR. SINCLAIR: Well, it is a question 
of argument of what you do after that calculation. 

THE WITNESS: Well, the arithmetic is 
all I am talking about. 


--- Adjournment --- 
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